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PUBLIC BUREAUCRACY, 
RESOURCE STRUCTURE, AND ECONOMIC 
DEVELOPMENT: A NOTE? 


“The truth is, that a skilled bureaucracy—a bureaucracy 
trained from early life to its special avocation—is...quite incon- 
sistent with the true principles of the art of business. That art has 
not yet been condensed into precepts.”’ 

WALTER BaceEuot, The English Constitution, Chap. 7. 


This essay has to do only with mixed economies, not with predomi- 
nantly laissez-faire or with completely state-dominated economies. 
Roles the state may play in fomenting economic development are 
touched upon in preliminary Section 1. In the principal Section n, 
the argument is advanced that economic development, together with 
the multiplication of entrepreneurs, tends to be retarded when a state 
attempts to expand the public economic sector greatly and at the 
same time to require of entrepreneurs administering this sector that 
they be subject to the rules and requirements governing membership 
in its public bureaucracy, together with the behavior of this bureau- 
cracy. The argument advanced is based upon a ceteris paribus assump- 
tion; moreover, it recognizes that a state situated in a backward 
region can stimulate and maintain its economic development only 
in so far as the quantity and the quality of its employees permit. 
In Section m account is taken of a very important aspect of this 
ceteris paribus condition. It is there contended that the public sector 
is not per se more adaptable, in the aggregate, to the functional 
requirements of economic development than is the private sector. 
Unless this contention can be supported, the argument advanced in 
Section 1 loses significance. For, if the public sector is sufficiently 
superior to the private sector, disadvantages (of the sort discussed in 
Section m) attendant upon underallocation of entrepreneurial and 
related managerial skills to the public sector would be more than 

1. I am indebted to Professors R.Braibanti and C.B.Hoover for helpful 


comments, to Mr. David E. Sweet for assistance in reviewing literature relating to 
bureaucracy, and to the Ford Foundation for financial aid. 





460 JOSEPH J. SPENGLER 


counterbalanced by the greater efficiency with which these skills were 
utilized in that sector. In Section rv data relating to the bureaucracies 
of underdeveloped countries are presented. The quantitative and the 
qualitative shortcomings of these data suggest the need for a great 
deal of research. Within limits, however, they lend support to the 
theoretical and inferential arguments advanced in Sections nm and m1. 


I 


It is generally accepted that actualization of that “‘strong dynamic 


999 


urge for growth” now “manifest everywhere’’? is being held in check 
in underdeveloped countries by shortages of capital, of managerial 
skill, and of entrepreneurs with a capacity for recognizing and ex- 
ploiting opportunities and for introducing needed innovations and 
adaptations*. It also is accepted by many students of the develop- 
mental process (though not by all‘, nor perhaps by as many as 
formerly®) that the state can contribute significantly both to the over- 


2. See Monthly Letter of the First National City Bank (New York), February 
1958, p. 23. 

3. C.H.Danuor classifies entrepreneurs into innovators, imitators ready to 
adopt successful innovations, “‘ Fabians’’ who are very slow to adopt improved 
methods, and “‘drones’’ who manifest little if any tendency to introduce improve- 
ments. See R.R. Wohl, ed., Change and the Entrepreneur, Cambridge (Mass.) 1949, 
p. 20-24. Most useful in underdeveloped countries presumably are entrepreneurs 
who can adapt to the needs of such countries methods found effective in other 
regions. Regarding the shortage of technical skills, entrepreneurial services, and 
capital, together with organizational defects and misallocation of scarce resources, 
see United Nations (ECAFE), Economic Survey of Asia and the Far East 1955, Bangkok 
1956, p.50; and United Nations, Processes and Problems of Industrialization in Under- 
Developed Countries, New York 1955, passim. 

4. E.g., see N.S. BucHANAN and H.S. Euis, Approaches to Economic Development, 
New York 1955; P.T.BAvEerR and B.S. Yamey, The Economics of Under-Developed 
Countries, London 1957. Cf. also W. A. Lewis, The Theory of Economic Growth, London 
1955, Chap. 7. 

5. Commenting on the discussion of economic development that took place 
at the Congress for Cultural Freedom in Tokyo (April 1957), W. A. Lewis observed 
that the prevailing view favored leaving the use of private resources to private 
decision and confining planning largely to the use of government resources. See 
his ‘‘Consensus and Discussions on Economic Growth: Concluding Remarks to 
a Conference”’, Economic Development and Cultural Change, v1, 1957, p.77/78. While 
this interpretation leaves undefined the relative magnitude of the public sector, 
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coming of these shortages and to the carrying out of various growth- 
catalyzing measures®, The role assigned to the state by these students 
thus appreciably exceeds the role formerly assigned thereto by econ- 
omists when they listed governmental functions and set elastic bounds 
to the public sector’; yet they neglect the issue raised in Section n 
below. 

While economists remain in disagreement respecting what econ- 
omic functions the state should perform and what scope should be 
allowed specific functions assigned to the state’, they have long been 


it is inferable from Professor Lewis’s comments that less stress was placed upon the 
public sector in 1957 than in the 1940’s. Even so it is easy to exaggerate the role 
that has been played by government. Thus, the United Nations (ECAFE), in its 
Economic Survey of Asia and the Far East 1953 (Bangkok 1954), p. 23/24, reports that 
governments of the region “‘adhere to the traditional view that the public authori- 
ties should be responsible for the basic economic facilities...and should provide 
assistance and incentives to private business’ but should not step directly into 
the industrial field unless private enterprise proves itself lacking in capability. 
Data presented by A.M. Martin and W.A. Lewis suggest that the role played 
by government remains relatively small in many underdeveloped countries. See 
“Patterns of Public Revenue and Expenditure’’, The Manchester School of Economic 
and Social Studies, xx1v, 1956, p. 203-244. 

6. This view permeates many of the so-called development plans as well as 
much of the literature on development. It is of interest to contrast some of MARx’s 
views with those currently regnant. For him underdeveloped countries were not 
so much countries in which per capita income was low as “‘underdeveloped 
societies’ in “‘precapitalist stages’’ of development and marked by ‘“‘precapitalist 
conditions’. When conditions had become suitable these societies would become 
capitalist and would in cofsequence undergo social transformation. There is not 
much about resources other than labor. E.g., see Capital (Kerr edition), m1, 
Chicago 1909, p. 389, 697 ff. ; also a collection of Marx’s opinions respecting India, 
issued as a pamphlet, Articles on India, by the Peoples Publishing House, Bombay 
1945. 

7. E.g., see my ‘“The Problem of Order in Economic Affairs’’, Southern Economic 
Journal, xv, 1948, p. 15-20. 

8. E.g., Lewis, Theory of Economic Growth (p. 376/377), lists nine such functions: 
“Maintaining public services, influencing attitudes, shaping economic institutions, 
influencing the use of resources, influencing the distribution of income, controlling 
the quantity of money, controlling fluctuations, ensuring full employment, and 
influencing the level of investment.’? BAUER and YAMEY (op.cit., Chaps. 11/12) 
indicate that the state at a minimum must maintain law and order, establish and 
keep up-to-date those institutions whereupon depends the efficient operation of 
the economic system, provide aid to victims of catastrophe, and undertake ex- 
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in agreement regarding a related taxonomic question. They assume 
that activities which are economic in character (or otherwise oriented 
to economic development) may be divided roughly into two cate- 
gories: (a) those which are amenable to unassisted private enterprise, 
and (b) those which can be carried on effectively only by agencies 
of the state, or by private enterprisers who have the support of the 
state. The boundaries assignable to these categories vary with place 
and time both because the power of entrepreneurs® varies greatly 
and because the social environment (e.g., degree of law and order 
prevailing) may differ from time to time and place to place. For 
example, a developmental undertaking that is beyond the capacity 
of domestic private enterprise (or even of government) in a country 
at some given time may readily be carried out by foreign private 
enterprise (e.g., the developmental activities of the United Fruit 
Company, or of the great oil corporations or consortia) ; or it may 
prove accomplishable at a later date after private enterprise has 
become sufficiently powerful (e.g., relatively recent developmental 
activities of great American corporations which initially were small 
and of quite limited capability). In general, grounds for govern- 
mental intervention or undertaking are said to exist when, in the 
absence of such intervention or undertaking, a given set of activities 
is not carried on to the point where social marginal cost and sociai 
marginal benefit coincide. 

The argument relating to governmental intervention for the pur- 
pose of making marginal social cost and marginal social benefit 
coincide rests upon at least two assumptions which will only be 
mentioned. It assumes that marginal social cost and marginal social 


penditures whose beneficial effects are indiscriminatory (i.e., are experienced both 
by those who pay for these benefits and by those who do not). They indicate in 
addition a variety of tasks which the state may properly perform under certain 
circumstances and within certain limits, but always with care lest the accom- 
panying costs outweigh the benefits realized. See ibid., Chaps. 12-15, on measures 
affecting agriculture, industry, capital formation, distribution of wealth and 
income, extent of monopoly, reform of land tenure, and consolidation of agri- 
cultural holdings. 

g. It is here assumed that the entrepreneur is typically the business firm. 
See J. H. Strauss, ““The Entrepreneur: The Firm’’, Journal of Political Economy, Lu, 
1944, p. 112-127. The firm may be a single-person firm; in fact this type predomi- 
nates in some underdeveloped countries. 
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benefit are sufficiently determinable and sufficiently stable to serve 
as guides to policy. It also assumes that a governmental agency is 
actually capable of bringing about an approximate coincidence. 
These assumptions may or may not be empirically valid; and even 
if they are valid, the manner in which costs and benefits are defined 
may not be generally acceptable’. 

The capacity of an agency of the state to achieve a given purpose 
is conditioned, as is that of a private entrepreneur, by the stock of 
resources at its disposal and by the efficiency with which these 
resources are transformed into objectives. This capacity is also con- 
ditioned, as is the capacity of a public agency or a private enterpriser 
to adjust through time to actual and/or suppositious changes in 
purpose, by the disposition of the agency or enterpriser in question 
to respond, as an organization, in the social environment in which it 
must operate. We may, therefore, conceive of a firm’s responsivity 
and effectiveness as being conditioned by its internal environment 
and structure, and of its goal-achieving potential as being conditioned 
by its relevant external socio-politico-economic environment??. In 
general, whether a particular function should be performed by a 
public or by a private agency may be affected by any one of three 
conditions: (a) which type of agency has freer access to the necessary 
resources; (b) which type of agency is freer to modify its methods 
and/or to respond to changes in objectives; (c) which type of agency 
typically operates in the more favorable external environment. Con- 


10. E.g., see BAUER and YAMEY, op. cit., p. 164 ff.; my discussion in S. KuzNETs 
et al. (eds.), Economic Growth: Brazil, India, Japan, Durham 1955, p.370-374, and 
references cited; R.A. DAHL and C.E.Linpsiom, Politics, Economics and Welfare, 
New York 1953, p. 466-470. On the purely ‘‘welfare’’ aspect of the problem see 
jJ.pE V.Graar, Theoretical Welfare Economics, Cambridge (England) 1957, Chaps. 4, 
12; also H.A.Simon’s discussion of the role of rationality in his Models of Man, 
New York 1957, passim. 

11. The concept of ‘environment of decision”’ is used in a somewhat different 
sense by C.I. BARNARD, The Functions of the Executive, Cambridge (Mass.) 1945, 
Chap. 13; see also H. A. Simon, Administrative Behavior, New York 1951, p. 242/243. 
While it is essential to distinguish analytically between a firm’s external environ- 
ment and its internal environment and structure, it is necessary to take into account 
the extent to which a firm may modify its external environment (e.g., by manoeu- 
vering within a context of imperfect competition; by modifying relevant conditions 
of demand or supply; etc.). 
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ditions (b) and (c), although likely to be intermixed and interrelated 
in the world of reality, may be analytically distinguished. My concern 
is principally with (a). 


II 


It is incumbent on those who manage personnel-allocating mecha- 
nisms in underdeveloped countries to economize in the use both of 
individuals with entrepreneurial capacity and of individuals com- 
petent to fill positions within the public administrative structure. 
For, as has been noted, it is taken for granted that the stock of persons 
with entrepreneurial ability is relatively small in underdeveloped 
countries!?; and, as will be indicated in Section rv, the number of 
persons with attributes supposedly requisite in bureaucrats of various 
sorts may be even smaller. 

My purpose is to show that a transfer of activities from the private 
to the public sector may tend to reduce the effective supply of entre- 
preneurs, a supply presumably limited even in the absence of such 
transfer, and to suggest that it may intensify the relative shortage of 
bureaucrats in non-economic branches of the public service. 

For expository convenience my argument may be put simply. 
Let L represent a country’s labor force, G that part of the labor force 
which is engaged in the governmental or public administrative 
sector, and P that part of G which is attached to the public economic 
sector. Let E comprise those members of L who possess attributes 
abcdef which are essential to entrepreneurial success; this category 
may be subdivided into Eg made up of actual and practicing entre- 
preneurs and Ey made up of potential entrepreneurs who, although 
not currently engaged in this capacity, are competent to become so 
engaged. Let the attributes for membership in category P range 
between 1-4 and 1-8, and let those members of P with attributes 


12. This proposition needs to be stated with more than customary precision 
before it can be validated. There may be a shortage of entrepreneurs, or entre- 
preneurs of particular types, and yet, as is suggested below, there may exist in a 
society many persons with the attributes of potential entrepreneurs. If this be true, 
the longer-run supply curve of enterprise is much more elastic than is suggested 
by the simple argument that the existing stock of entrepreneurs is relatively small. 
As Lewis, The Theory of Economic Growth (p. 196), points out, the shortage of entre- 
preneurial services arises not out of a shortage of businessmen and a lack of passion 
for money; it arises rather out of a lack of suitable training and experience. 
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1-6 to 1-8 constitute a sub-category P’ of P. Suppose further that in 
the public sector responsibility for the assumption of entrepreneurial 
duties may be assigned only to members of P’ whether or not they 
also possess attributes abcdef. Under the circumstances only a minor 
fraction of the members of E, some of whom will be members of G 
but not also of P’, will be eligible to perform entrepreneurial functions 
in the public sector. In consequence there may be too few individuals 
who, being members of E and P’, are both able and eligible to perform 
entrepreneurial functions in the public sector!*. In part because of 
the resultant shortage of suitable personnel attached to P’ some 
personnel may be diverted from other branches of G into P’ thereby 
intensifying shortages in these branches. Such shortages would not 
develop were members of E freely enough admitted into P’, or were 
the number of entrepreneurs required in the public sector kept 
commensurate with the number of individuals who were members 
of both P’ and E. 

What has been said is illustrated graphically in Figure 1. Let the 
rectangle L be a universal set representing all elements in the labor 
force. The circle G is a subset of Z comprising all members of the 
labor force who are civil servants. The small portion of circle G cut 
off by the chord and labeled P is a subset of G made up of those civil 
servants with attributes 1-4 to 1-8. The pie-shaped segment common 
to G and P and labeled P’ comprises those members of P with attri- 
butes 1-6 to 1-8; only these individuals are eligible to perform entre- 
preneurial functions in the public sector. The ellipse £ is a subset of L 
which includes all members with attributes abcdef; only individuals 
with these attributes are able to perform entrepreneurial functions 
effectively. The cross-hatched area situated in the intersection of E 


13. It lies outside the purview of this paper to give content to specific attributes 
included in category 1-8. It is essential for my argument only that requiring public 
entrepreneurs to possess these attributes greatly reduces the freedom of entre- 
preneurs to move from the private into the public sector. Among the deterrents 
to such movement might be anything from comparative lowness of salary in the 
public economic sector to the requirement that the public entrepreneur be a 
lawyer or a Ph. D., so long as the deterrent has been ordained by the state. For 
the sake of simplicity the entrepreneurial category E is treated as homogeneous 
whereas, in reality, it is heterogeneous, being made up ofa wide range of individuals 
describable as possessing some entrepreneurial attributes and capacity. The 
argument presented needs therefore to be modified to allow for this heterogeneity. 
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and G and common to E and P’ thus constitutes that subset of G 
which is made up of individuals both eligible and able to serve as entre- 
preneurs in the public sector. This subset is much smaller than the 
intersection of E with G in which are included all civil servants with 
the attributes of entrepreneurs; it is smaller also than the intersection 
of E with P, since according to the rules members of P with attributes 
1-4 and 1-5 are not eligible to serve as public entrepreneurs. It does 
not necessarily follow, however, that all public entrepreneurs will be 
drawn from among those both eligible and able. Under the rules 
relevant to the assignment of bureaucrats included in P individuals 
need only be members of P’ in order to be eligible for appointment 
to entrepreneurial posts in the public economic sector; they need not 
be qualified in the sense of possessing attributes abcdef. 


Figure 1 





p' 
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Figure 1 may be used to illustrate the possibly restrictive effects 
of (1) transferring economic activities from the private to the public 
sector and (2) conjoining with attributes (i.e., abcdef) essential to 
entrepreneurial success various legal or artificial attributes (i.e., 1-6 
to 1-8) possession of which is made requisite to assignability to entre- 
preneurial posts in the public economic sector. Let us begin with 
situation 1 in which: (a) the public economic sector is relatively 
small whereas the private is relatively large; (b) the number of 
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persons in the cross-hatched portion of P’ is easily commensurate 
with the number of entrepreneurs required in the public sector; 
and (c) the number of entrepreneurs readily available to the private 
sector (i.e., that part of E not intersecting with G) is roughly commen- 
surate with current requirements in that sector!*. Now suppose that 
the activities carried on in the public sector are greatly increased at 
the expense of those carried on in the private sector. There will be 
some increase in the number of individuals included in G and in its 
subsets P and P’, but the number with both attributes abcdef and at 
least attributes 1-6 (i.e., the number falling within the cross-hatched 
portion of P’) will hardly increase commensurately with the increase 
in the activities pursued in the public sector. For, while the supply 
of individuals with attributes abcdef may be sufficient, the requirement 
that public entrepreneurs possess at least attributes 1-6 will greatly 
restrict the extent to which the membership of subset P’ can be 
increased, and it will not insure that this increment be composed of 
members of E. As a result members of P’ who are not also members 
of E may assume entrepreneurial responsibilities and there will ensue 
in the public economic sector a decline in the amount of competent 
entrepreneurial service which is combined with a given amount of 
factors of production that are complementary to enterprise. Mean- 
while the ratio of entrepreneurial services to complementary factors 
will rise in the private sector. In general, there will be relatively too 
little technically competent entrepreneurial service available in the 
public sector and relatively too much in the private sector, and 
aggregate output will be smaller than it would have been, given a 
better distribution of entrepreneurial services between the public and 
the private sector!>, It is worth noting that this conclusion, while 
drawn in respect of underdeveloped countries, sometimes holds in 


14. For the present the distinction made earlier between actual and potential 
entrepreneurs (i.e., between Eq and Ep) is disregarded, it being supposed that, 
within the private sector, entrepreneurs flow very freely from the potential into 
the actual category. 

15. It is assumed that all agents of production are employed in situation 2. 
Unemployment and underemployment might, of course, be consequent upon the 
replacement of situation 1 by situation 2, given only limited variability in the 
extent to which the entrepreneur/factor ratio may be modified. This tendency 
would be reduced in the private sector in so far as unemployed or underemployed 
entrepreneurs gave up the entrepreneurial role and became employees. It is also 
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part for developed countries; if, in times of crisis, civil-service criteria 
are rigidly adhered to, the state is denied the services of countless 
able individuals. 

The argument set forth in the three preceding paragraphs rests 
upon essentially static assumptions. Of greater importance, however, 
is the longer-run response of the supply of persons in category Eq to 
the transfer of economic functions from the private to the public 
sector. This longer-run response depends upon the extent to which 
individuals with attributes abcdef are produced and upon the degree 
to which these attributes are given expression, that is, upon the extent 
to which individuals move from Ey to Eg. Regarding this long-run 
response we have little empirical information. 

Information respecting the origins of entrepreneurs in under- 
developed countries is sparse; that assembled regarding entre- 
preneurial origins in developed countries is of limited generalizability, 
having to do principally with the business elite. Representatives of 
this elite have long come, the data reveal, from essentially business 
backgrounds?®, From this finding it may be inferred, however, that 
in underdeveloped countries the rate of growth of the entrepreneurial 
class will depend significantly upon the extent to which business 
backgrounds are established here and there!’. Before much general- 


assumed in the discussion above that factors complementary to enterprise are 
moved, presumably through state intervention, from the private to the public 
sector as replacement of situation 1 by situation 2 requires. 

16. See F.W.Grecory and I. D. Nev, ‘“The American Industrial Elite in the 
1870’s’’, in William Miller (ed.), Men in Business, Cambridge (Mass.) 1952, 
p- 193-211, esp. p. 204; C. W. Mitts, ““The American Business Elite: A Collective 
Portrait’’, The Tasks of Economic History, Supplement to Journal of Economic History, 
V, 1945, Pp. 32, 40 ff.; Witt1aM MILter, ‘‘American Historians and the Business 
Elite’’, Journal of Economic History, tx, 1949, p. 184-208; PrtiRm™m Sorokny, “‘Ameri- 
can Millionaires and Multi-Millionaires’’, Social Forces, m1, 1925, p.635; R. GINGER, 
“Occupational Mobility and American Life: Some Historical Hypotheses’’, 
Explorations in Entrepreneurial History, v1, 1953/1954, P- 234-244. See also G. F. LEwis 
and C.R.ANpeErson, ‘Social Origins and Social Mobility of Businessmen in an 
American City’’, Transactions of the Third World Congress of Sociology (Amster- 
dam, August 1956), m1, p.253-266. They report that although men of almost 
every background had risen to top business positions, education and family back- 
ground often contributed notably. 

17. This is to be expected since, as M. Halbwachs observed, an individual’s 
motives, behavior, etc., are largely determined by his social category. See G. FrrED- 
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ization is possible, nevertheless, we must have considerable informa- 
tion regarding the origins of entrepreneurs in underdeveloped coun- 
tries, the acquisition of entrepreneurial attributes (i.e., abcdef), and 
the entry of individuals with such attributes into trade, industry, 
commercial farming, etc. 

Bauer’s and other studies indicate that there exist in underdevel- 
oped countries, even among individuals of relatively lowly origin, 
many potential entrepreneurs, and that some of these finally become 
quite successful!®; but they fail to reveal a strong tendency on the 
part of traders to enter less traditional lines of activity until the 
economy has become sufficiently developed’*. That the educational 
attainments of these indigenous entrepreneurs cannot be very high, 
as a rule, is suggested by the fact that illiteracy is still so prevalent 


MANN, ‘‘ Maurice Halbwachs, 1877—1945’’, American Journal of Sociology, L1, 1951, 
p.514. See also B. F. Hoseuitz, ‘‘ Entrepreneurship and Economic Growth’’, The 
American Journal of Economics and Sociology, Xt, 1952, p.97—110. The profession of 
business is less sharply defined than are most professions. For this reason, therefore, 
its capacity to draw recruits from other professional backgrounds may be less 
strong than that of some of the more sharply defined professions. Cp. F. X. SuTTON 
et al., The American Business Creed, Cambridge (Mass.) 1956, p. 351/352. 

18. See P.T.BaveEr, Economic Analysis and Policy in Underdeveloped Countries, 
Durham 1957, p.57-64, and West African Trade, Cambridge (England) 1954, 
Chaps. 1/2, 18; also G.C.ALLEN and A.G.DOoNNITHORNE, Western Enterprise in 
Indonesia and Malaya, London 1957, passim; ALLAN McPuee, The Economic Revolution 
in British West Africa, London 1926, p.84/85, 99/100; Justus VAN DER KROEF, 
‘Entrepreneur and Middle Class in Indonesia’’, Economic Development and Cultural 
Change, 1, 1954, p.297—325. See also C.S. BELsHAw, ‘‘The Cultural Milieu of the 
Entrepreneur: A Critical Essay’’, Explorations in Entrepreneurial History, vil, 1955; 
p. 146-163; Henry Rosovsky, ‘““The Serf Entrepreneur in Russia’’, ibid., v1, 1954, 
p. 207-233; Lewis, The Theory of Economic Growth, p. 147-150, 196-200, 236-238. 
The role of the serf who, along with merchants and nobility, was a source of Russian 
entrepreneurship, is treated also by B.Brutzkus, in a selection included in 
R. Bendix and S. M. Lipset (eds.), Class, Status, and Power, Glencoe 1953, P- 532-535- 
In post-1868 Japan the ‘“‘new industrialists, landlords, financiers, and public 
officials... were largely recruited...from samurai ranks (and) from the more 
prosperous farmers and petty tradesmen’’. ‘Comparatively few’’ of the wealthy 
merchants ‘“‘had the enterprise and flexibility to adapt themselves to changed 
circumstances’’. See W. W. Lockwoop, The Economic Development of Japan, Prince- 
ton 1954, p. 10. 

19. E.g., see VAN DER KROEF, op. cit., p. 317/318; United Nations, Processes and 
Problems of Industrialization in Under-Developed Countries, p. 30-33. 
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in most underdeveloped countries”. Data relating to the educational 
attainments of American businessmen suggest, however, that, prior 
to the present century, these men did not set much store by education, 
and that many who achieved great success had little formal educa- 
tion?!, This finding suggests that, in underdeveloped countries, con- 


20. Of adults 15 or more years old 80-85 per cent are illiterate in Northern 
Africa and 85-90 in Tropical and Southern Africa. Corresponding percentages 
for other underdeveloped regions are: Southwest Asia, 75-80; South Central Asia, 
80-85; Southeast Asia, 65-70; East Asia, 45-50; Middle America, 40-42; South 
America, 42-44. See unEsco, World Illiteracy at Mid-Century, Monograph on Fun- 
damental Education, No. 11, Paris 1957, p. 15. In many underdeveloped countries 
less than half the children 5-14 years old were enrolled in primary schools around 
1950 (ibid., p. 166). Illiteracy is somewhat correlated with the relative number 
engaged in agriculture and living in non-urban environments (ibid., p.177 ff.). 
Literacy is highly correlated with industrial development, H1.pA Hertz GOLDEN 
finds. See her “‘ Literacy and Social Change in Underdeveloped Countries”’, Rural 
Sociology, XX, 1955, p.!-7, reprinted in J.J.Spengler and O.D. Duncan (eds.), 
Demographic Analysis: Selected Readings, Glencoe 1956, p.532-538. For data on 
higher education see United Nations, Preliminary Report on the World Social Situation, 
New York 1952, Chaps. 6, 10-12 (to be issued again in revised form), and UNESCO, 
World Survey of Education: Organizations and Statistics, Paris 1955; also Woop Gray, 
**Higher Education in the Nations of the World: Numbers of Institutions, Faculty, 
and Students’, Bulletin of American Association of University Professors, xLu, 
1957, P- 594-597. Gray’s compilations, based upon the uNEsco study, include 
nearly complete returns for most countries. These returns, when contrasted with 
population, indicate that the ratio of students in institutions of higher learning 
to the population at large is much lower in underdeveloped regions than elsewhere. 
Around 1950 of the approximately 6.6 million students reportedly enrolled in 
institutions of higher learning, about 14 per cent were situated in Asia (exclusive 
of Japan), about 4 in Latin America, and slightly over one in all of Africa. Of the 
world’s population around 1950 roughly the following percentages were found 
in these regions: Asia (exclusive of Japan), 50; Latin America, 7; Africa, slightly 
over 8. 

21. According to SoROKIN (op. cit., p.637), of the American millionaires 27.5 
per cent reported no more than an elementary education and 18.5 per cent 
reported no more than a high school education. Of the business men listed in 
Who’s Who in America in 1900, 84 per cent had only a high school education or less. 
See I.G. Wy.ute, The Self-Made Man in America, New Brunswick 1954, p.95; the 
whole of Chapter 6 is devoted to the business man’s attitude toward education. 
**Until the last decade of the nineteenth century the educational ideal of the 
business community embraced nothing more than a common school training, a 
business apprenticeship, and a program of self-culture.”’ See ibid., p.g5; also p. 101, 
107/108, where it is suggested that the replacement of the individual entrepreneur 
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siderable formal education, though of use to some entrepreneurs, is 
not, as a rule, essential to entrepreneurial success. What is essential 
is access to administrative experience, both with typical small-scale 
and with less common larger-scale enterprise?*. Within limits, pre- 
sumably, both the number of active entrepreneurs and the growth 
of this number will be greater when restrictions of the sort discussed 
(i.e., requiring membership in P’ and E£) are very few than when 
they are many; then the comparative multiplicity of business back- 
grounds, together with the force of example, prompts men to become 
entrepreneurs. Furthermore, children of private entrepreneurs, 
maturing in business environments and generally free of the pull of 
bureaucratic environments, tend to engage in business whereas 
children of public entrepreneurs probably tend to seek positions in 
the bureaucracy. In consequence, when the private sector is relatively 
large there is a lesser leakage of individuals out of the private entre- 
preneurial class into the public bureaucracy”*. It is evident in general 


by the corporate entrepreneur was accompanied by a great increase in emphasis 
upon the usefulness of a college education. See also MILLs, op. cit., p. 34-36. 

22. E.g., see Lewis, The Theory of Economic Growth, p. 196-200; also A. F. Brim- 
MER’s account of the use of the management agency to overcome limitations 
arising from shortages of capital and business ability, in ‘“The Setting of Entre- 
preneurship in India’’, Quarterly Journal of Economics, LXIX, 1955, P- 553-576; also 
H.G.Ausry’s discussion of the role of the small firm, in “Small Industry in 
Economic Development?’’, Social Research, xv, 1951, p. 269-312; also BUCHANAN 
and ELLIs, op. cit., p. 269 ff., 277 ff. 

23. Such a leakage apparently may have served to retard economic develop- 
ment in China. In Japan, by contrast, because it was much more difficult for 
individuals to move from the entrepreneurial class into the nobility, Japan became 
better equipped with entrepreneurs than did China and eventually progressed 
accordingly. See M. J. Levy’s paper in Kuznets, op. cit., p. 496-536; but cf. Lock- 
WOOD, op.cit., p.10. H. PIRENNE advanced the thesis that the capitalist class had 
repeatedly to be developed anew because its successful members, fearing to struggle 
for profits under new conditions and attracted by the supposed advantages of 
membership in the aristocracy, abandoned trade and industry. See ‘“The Stages 
in the Social History of Capitalism’’, American Historical Review, xx, 1914, p.494- 
515. Pirenne’s emphasis is upon the need for ‘“‘new men’’, at various stages of an 
economy’s development, to generate new thrusts forward. Within this category 
fall the marginal men, men with weak ties to existing social cadres, men who are 
dissatisfied with the status quo and see new opportunities in economic change. 
See Lewis, The Theory of Economic Growth, p. 148-150, 236-238; but cf. F.L.K. 
Hsv’s paper in H.F. Williamson and J.A.Buttrick (eds.), Economic Development, 
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that, unless enterprise in the public sector is more efficient than that 
in the private sector, great expansion of the public sector at the 
expense of the private is likely to slow down the rate of growth of the 
aggregate number of entrepreneurs. 


III 


It has been argued in Section 1 that the transfer of economic activities 
from the private to the public sector tends, if carried beyond a certain 
variable point, to intensify the effective scarcity of the entrepreneurial 
factor. The range of conditions under which this argument might 
be deemed valid would be narrowed if entrepreneurs, on being drawn 
into the public sector, acquired greater administrative ““know-how” 
than they otherwise would have attained and in consequence became 
able to supply more effectively and in greater measure the specific 
services embraced under the head of entrepreneurtia. It is true that 
enterprises which the state finds it necessary to undertake or to 
support may, by introducing foreign managerial skill and practice 
and by engaging in large-scale and capital-intensive ventures, aug- 
ment the knowledge and broaden the horizon of many individuals 
associated with such enterprises. But it is also true that the public 
entrepreneur often operates under one or both of two handicaps from 
which the private entrepreneur is more free, namely, unfavorableness 
of extra-firm environment and conditions making for inflexibility 
and for slowness of response to change in circumstances. 

The external social environment of the public enterprise is likely 
to include a larger, a more varied, and possibly a more recalcitrant 
set of elements than does that of a private enterprise engaged in 
similar undertakings. The private enterprise may be thought of as 
being confronted principally by its customers, its suppliers, its com- 
petitors, and the stable ethico-legal framework within which its 
operations are carried on**. The public enterprise is confronted by 


New York 1954, esp. Pp. 330-332; 349-351; 355/350. In seventeenth-century China 
bureaucratism was described as retarding the development of the merchant class. 
See J. NEEDHAM, Science and Civilisation in China, Cambridge (Eng.) 1956, 0, p. 512. 

24. This statement is valid only for countries in which continuation of private 
enterprise is intended. If the climate of opinion is hostile to private enterprise, 
the ethico-legal framework is likely to become increasingly unfavorable. 
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these elements and by periodic pressures, threats, or attacks, at the 
hands of hostile private interests or of politically powerful individuals 
and groups bent upon obtaining more favorable terms of sale or 
purchase, etc. Furthermore, whereas private enterprise is carried on 
under the guidance of the price system and continually subject to 
the tests of the market, public enterprise, as a rule, undergoes similar 
reassessment irregularly and intermittently when at all. For this and 
other reasons the public enterprise may have to pay relatively high 
prices for some of its inputs, sell some of its output at unwarrantedly 
low prices, and refrain from utilizing input and output combinations 
which, under relevant technological and market conditions, are 
optimal. Resulting tendencies to inefficiency and relatively high costs 
are re-enforced by the fact, noted below, that the tendency to econ- 
omize is less strong within public than within private organizations”, 

Even if the environments confronting similarly engaged private 
and public entrepreneurs differed little, the latter would be less likely 
than the former to respond expeditiously and appropriately to 
changes in the external environment or in the purposes avowedly 
pursued. Public organizations tend to be less instrumental than 
private and to involve their participants in greater measure**, Among 
the lesser defects held to be more characteristic of public than of 
private enterprise one may include “internal red tape, ‘passing the 
buck’ or reluctance of individuals in the bureaucracy to make deci- 
sions, rigidity and inflexibility, impersonality, and overcentraliza- 
tion’’??, Of greater importance is the fact that the operating heads 

25. When the national government is the customer and private enterprise is 
the supplier, it may confront an environment as unfavorable as any faced by a 
public entrepreneur. Thus, as HANson W. BALDwIn reports in the New York Times, 
7 February 1958, p.6, ‘‘the Government’s procurement policies have stressed the 
closest possible sort of direction, supervision and centralization’’. They have failed 
to utilize competition and private industrial initiative, to give incentive, and to 
reward success. In consequence the cost of doing military work has been high, 
loss of time has been excessive, and delay has been great. See also J.S. Ltvincston, 
“Decision Making in Weapons Development’’, Harvard Business Review, XXXvt, 
1958, p. 127-136. 

26. Firm theory appears to be less adapted to the analysis of public than of 
private enterprise. See Simon, Models of Man, p. 166-168, 170 ff. 

27. See Daut and LinpBLom, op.cit., p.247-253. The search for servo- 
mechanistic methods of coping with economic fluctuations has been prompted 
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of public enterprises are less likely to enjoy requisite managerial and 
related autonomy, together with sufficient freedom to modify tradi- 
tions, rules, regulations, methods of production, conditions of em- 
ployment, etc. As a result, the employees of such enterprises, espe- 
cially when protected by seniority and other employment-guarding 
provisions and when animated by traditional values and standards, 
have inadequate incentive to economize on inputs, to improve and 
more effectively sell output, and to keep methods and procedures 
up to date. The regnant and effective system of rewards and depriva- 
tions, of intra-firm incentives, is not well suited to stimulate improve- 
ments in performance, nor are the operating heads of public enter- 
prise free to introduce a system that does provide adequate stimulus. 
In consequence, there is not present in public enterprise nearly so 
strong a tendency as in private enterprise to introduce improved 
methods, economize on inputs, and generally to cut costs**. The 
wasteful proclivities of public enterprise are accentuated, as is the 
indisposition of the public entrepreneur to take corrective measures 
when expectations are not realized, if the operations of such enter- 
prise are not subjected to assessment in the light of the external price 
system. 

In view of the argument presented in Sections m and m1, it may 
be asked how the rate of development could then be so high in 
countries in which public enterprise was completely dominant. In 


in part (a) by inability on the part of legislators to act appropriately and with 
sufficient expedition and (b) by their unwillingness to empower a branch of the 
bureaucracy to take compensatory action when and as it deems such action to 
be indicated. 

28. In Egypt where (as in the Near East generally) members of the civil 
service enjoy prestige and come from the upper classes, the civil servant puts his 
own interests and security above public policy. See MorRoE BERGER, Bureaucracy 
and Society in Modern Egypt, Princeton 1957, p.5; 15, 43> 45, 83. See DAHL and 
LINDBLOM, op. cit., p. 253-260, 456-464; also pieces by P.Seuznicx, S. M. Lipset, 
M.E. Dimocx, H.K. Hype, H.A.Smon, W.R.SHarp, and A.W.GouLDNER, in 
R.K. Merton et al. (eds.), Reader in Bureaucracy, Glencoe 1952, p. 194-202, 221-232, 
319-333; 397-418. Recently the tendency to increase the payroll of public agencies 
even in the face of a decline in the amount of ‘‘work’’ to be done has been denomi- 
nated “‘ Parkinson’s Law’’. See C. N. PARKinson, Parkinson’s Law, and Other Studies 
in Administration, Boston 1957; also ARTHUR F. Burn’s account of various ways in 
which the federal government tends to pay relatively high prices for that which 
it buys, in Prosperity Without Inflation, New York 1957, p. 74 ff. 
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this paper, an answer cannot be attempted; but a few relevant cir- 
cumstances may be indicated. First, in the Soviet Union and in some 
ofits satellites, just as in Japan, portions of the economy already were 
relatively well-advanced at the time development programs were 
initiated. Second, it is possible, under state socialism as in a mixed 
economy, to avoid requiring public entrepreneurs to possess attri- 
butes of little relevance to the performance of stipulated entre- 
preneurial functions. Third, eventually the fruits of an unusually 
high rate of investment in technological education and in industry, 
and above all in heavy industry, hide or swamp many of the ill effects 
of misallocation of factors, particularly when consumer sovereignty 
and freedom of choice are allowed little scope and therefore market- 
ing and related problems hardly exist. Fourth, in at least some of 
the countries under consideration many social barriers to economic 
growth (e.g., shortness and narrowness of entrepreneurial horizons, 
class structure, traditional values and orientations, dearth of techno- 
logical information) have been dissipated’. 

These circumstances bear upon the rate of growth attainable in 
underdeveloped countries. Most of such countries, even though they 
have made notable progress, still remain in early stages of economic 
development and under the necessity of dissipating social barriers 
to economic growth. These countries may avoid the problem dis- 
cussed in Section m by refusing to require irrelevant qualifications 
in public entrepreneurs. Many of them seem to be avoiding the 
problem at present by restricting the magnitude of the role of govern- 
ment in economic development and by confining this role largely 
to the provision of economic and social overhead capital®®. Where 


29. As Simon (Models of Man, p.198-201) suggests, any entrepreneur or 
decision-maker is capable of behaving “‘rationally’’ only within a bounded social 
context. Whether this context is larger or smaller depends upon technological 
conditions, the kind of organization at his disposal, his socio-economic milieu and 
background, and what he conceives to be included in the set of choices confronting 
him. These bounds are extended as social barriers are reduced, entrepreneurial 
horizons are enlarged, and technological and organizational instruments are 
improved. Presumably, even when other conditions are given, the bounds need 
not be similarly situated by private and public entrepreneurs. 

30. E.g., see MARTIN and Lewis, op.cit., p. 233-238; United Nations (ECLA), 
Economic Survey of Latin America 1955, New York 1956, Part u, Chap.1; United 
Nations (ECAFE), Economic Survey of Asia and the Far East 1956, Bangkok 1957, 


2 








476 JOSEPH J. SPENGLER 


this practice entails a low rate of investment, however, the stock of 
overhead capital may be growing at a low rate and the dissipation 
of social barriers to economic development may be proceeding 
slowly*!. The governments of underdeveloped countries may of 
course rely, as did mercantilist government, upon private enterprise 
to carry out state purposes, or look forward, as did the Japanese state, 
to the increasing autonomy of private enterprise*?. 


IV 


In Section m it was argued that, because the supply of entrepreneurs 
is so small in underdeveloped countries, their development is bound 
to be retarded if (a) the state assumes a relatively wide range of 
entrepreneurial responsibilities and (b) the state stands ready to 
employ only persons with particular attributes, few or any of which 
are necessarily associated with entrepreneurial ability. This argument 
becomes even stronger if, given that entrepreneurs vary widely in 
ability and experience, the restrictions imposed by the state exclude 
from its service especially able entrepreneurs with the kinds of ex- 
perience required in the public enterprises being undertaken. It may 
be argued additionally that when a country’s civil service is small in 
relation to the aggregate of tasks imposed upon it, whatever serves 
to increase this aggregate or to decelerate the growth of the civil 


Chap.2, and Economic Development and Planning in Asia and the Far East (which 
appeared as Economic Bulletin for Asia and the Far East, Vol. vu, No.3, November 
1956), p. 28-35. 

31. Martin and Lewis infer that governmental expenditures in an under- 
developed country should approximate 17-19 per cent of its Gross National 
Product and, if it is making a special effort at development, aggregate close to 
22 per cent. Capital expenditures, it is suggested, might then range between 4.5 
and 8.25 per cent of Gross National Product. See op. cit., p.216-221. While currently 
underdeveloped countries derive considerably less than half their revenue from 
income taxes, MarTINn and Lewis believe that as much as two-fifths may be raised 
in this form (ibid., p.229, 235). It may be assumed that, so long as the fraction 
raised through income tax is small, capital formation in the private sector is not 
likely to be greatly checked by relatively heavy taxation, particularly when rebates 
are allowed for capital investment. E.g., see United Nations (EcLA), Economic 
Survey of Latin America 1955, p.141, 149 ff. 

32. See E. F. Heckscuer, Mercantilism, u, London 1935, p. 282 ff.; Lockwoop, 
op.cit., Chap. 10. 
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service retards the development of capacity on the part of the state 
to deal effectively with the tasks and functions for which it is made 
responsible. It follows from what has been said that only minor 
entrepreneurial roles can be assumed by states in respect of whose 
civil services these arguments are valid. This inference becomes more 
compelling in so far as validity attaches to the argument advanced 
in Section m, that public enterprise tends to be subject to more 
disabilities than does private enterprise. In this Section I shall touch 
upon information bearing upon the validity of the arguments ad- 
vanced in Sections 1 and m1. 

It is not possible at present to assemble and assess in detail infor- 
mation of the sort required. Not much more can be said than that 
the public bureaucracy in underdeveloped countries is lacking in 
quantity and in qualites requisite for economic development; and 
that little information has been assembled and assessed regarding the 
comparative efficiency of public and private enterprise, or the man- 
ner in which each type actually recruits its personnel. What is re- 
quired is a series of monographs dealing, by country, with: (a) the 
actual operation of representative public enterprises, conditions for 
employability and employment in public enterprise, and the contrasts 
between comparable public and private enterprises in respect of 
economic efficiency and “‘profitability”’ ; and (b) actions of the public 
bureaucracy relating to the development and the administration of 
the ethico-legal framework and other relevant conditions (e.g., main- 
tenance of law and order, administrative rulings, diffusion of infor- 
mation and education, etc.) by which the performance and the 
functional capacity of both public and private enterprise are greatly 
affected**, Superficial, descriptive studies relating to (a) and/or (b) 
reveal very little; studies must be detailed and analytical, and they 
must center upon the business and economic aspects and implications 
of public enterprise and public bureaucracy. Particularly useful 
would be monographs upon the actual operations of representative 
forms of public enterprise in underdeveloped countries (e.g., depart- 
mental-branch type organizations, mixed-ownership or public- 
private corporations, multiple-purpose public developmental cor- 
porations, specific-purpose public corporations, specific-purpose 

33. Account must be taken of the presence or absence of growth-retarding or 
growth-facilitating legislation which affects (a) and (b). 
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public corporations operated under contract by private corpora- 
tions). Of concern, besides comparative efficiency and/or profitability 
of performance, are effects associated with differences in the per- 
sonnel-recruiting methods available to private and to various types 
of public enterprise**. 

It is generally agreed that the rate of economic development in a 
country is conditioned by the quality of its civil service, and above 
all when the role of public enterprise is great, or when the state is 
determined to bias private enterprise against sone lincs of activity 
and in favor of others*®, Even so, the capacity of the civil service to 
affect the course of economic development is limited; in fact, it is 
likely to be commensurate with the capacities of many other of the 
growth-affecting forces found in a country, since so many of a coun- 
try’s conditions and societal attributes are reflected in “‘the nature 
and capacities of... (its) public bureaucracy’’**. Accordingly, except 
in those rare instances in which members of a state’s economy- 


34. Essentially descriptive accounts of some issues of importance are to be 
found in United Nations (ECAFE), Some Problems in the Organization and Administration 
of Public Enterprises in the Industrial Field, New York 1954, and Economic Development 
and Planning in Asia and the Far East, Bangkok 1956, p. 35-39. See also A. H. Hanson, 
Public Enterprise, Brussels 1955; Om Praxasu, “‘ Industrial Development Corpora- 
tions in India and Pakistan’’, Economic Journal, LXvul, 1957, p. 40-48; G. B. BALDwin, 
“Public Enterprise in Indian Industry”, Pacific Affairs, Xxx, 1957, Pp.3-21; 
E.R. Wicker, ““The Colonial Development Corporation (1948-1954) ’’, Review of 
Economic Studies, Xx, 1955/1956, p.213-228. Of interest is the extent to which 
findings respecting the role and operation of the public corporation in advanced 
countries are generalizable to underdeveloped countries. 

35. That the presence of a competent civil service is essential to economic 
development is frequently asserted, usually in conjunction with the assertion that 
the civil service of particular countries is quantitatively and/or qualitatively 
defective. E.g., see J.B. BLANDFoRD, jun., Public Administration in Latin America 
(Pan American Union), Washington 1955, p.12, 14; National Planning Associa- 
tion, Technical Cooperation in Latin America—Recommendations for the Future, Washing- 
ton 1956, p. 16/17, 100-106, 123-126; W. W. Croucu, “‘Civil Service in India’’, 
Public Personnel Review, Xvu, 1956, p.91; BERGER, op. cit., p.6; F. W. Rices, ‘* Public 
Administration: A Neglected Factor in Economic Development’’, Annals of the 
American Academy of Political and Social Science, cccv, 1956, p. 70-80. 

36. See BERGER, op.cit., p.7. See also L. K. CALDWELL, ““Technical Assistance 
and Administrative Reform in Colombia’’, American Political Science Review, XLvu, 
1950, p.498/499; B.Drepericn, ‘‘Haiti—Behind the Turmoil’’, Foreign Policy 
Bulletin, xxxvu, 1957, p- 13/14. 
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oriented bureaucracy are decidedly superior to members of other 
branches of its bureaucracy and to leading private entrepreneurs, 
the growth-fomenting capacity of the civil service will tend to be in 
line with that of other public and private agencies of development. 
It follows that, even though the state aspires to a large economic role 
in many underdeveloped countries*’, realization of this aspiration 
usually is prevented by limitational factors, among them the magni- 
tude and the quality of the bureaucracy. Historically the economic 
role of the state has varied, even though a technically competent and 
morally qualified bureaucracy was present and capable of extension. 
In some post-1800 Western countries this role consisted in providing 
not a great deal more than the minimal political, governmental, 
and legal requirements of economic growth; in post-1850 Germany 
and Japan, on the contrary, economic growth was great in part 
because the German and Japanese public bureaucracies were of 
superior quality. Today, given the minimal non-economic require- 
ments of economic growth, the role of the state in economic develop- 
ment is susceptible of wide variation, provided that there exists a 
suitable bureaucracy to carry out this role; but even then (see 
Sections m and m1) the assumption of a large role may make for 
misallocation of factors and other effects which retard economic 
growth. 

The relative number of public administration employees is lower 
in many underdeveloped countries than in advanced countries, 
sometimes even when the ratio of current governmental expenditures 
to Gross National Product is about as high in underdeveloped as in 
developed countries. Thus, in most Latin American countries public 
administration employees constitute only 1-2 per cent of the popula- 
tion; the comparable figure for Egypt is 2.2 per cent; that for the 
United Kingdom 6 per cent**. In Nigeria in 1957 there were but 


37. E.g., see ALBERT LEpAwsky, ‘‘ Economic Development and Public Ad- 
ministration”’, Inter-American Economic Affairs, tX, 1955, p. 21-44; B. A. Rocce, ““The 
Role of Government in Latin American Economic Development?””, ibid., p. 45-66. 

38. See BERGER, op. cit., p.82; United Nations, Economic Survey of Latin America 
1955, p. 119. On costs of administration see ibid., p. 118-120; Martin and LEwis, 
op.cit., p.205, 209. It is pointed out that the ratio of the average income of a 
government employee to per capita income is higher, as a rule, in underdeveloped 
than in advanced countries both because the relative salaries of higher civil servants 
are higher in underdeveloped countries and because the relative number of persons 
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46,000 men and women in the Federal Public Service to serve about 
32 million inhabitants, and hardly one per cent of these was from 
Northern Nigeria*®. This shortage, though unusually acute, is some- 
what typical of that encountered in countries which have recently 
acquired political independence or a large amount of autonomy, 
with the result that many foreign officials have left*®. Both because 
the units (i.e., public or civil service employees) are not very com- 
parable at the international level, and because the effective demand 
for public service varies greatly from country to country, only limited 
inferences may be drawn from figures of the sort just presented. 

In most underdeveloped countries, as is indicated in the references 
cited in this paragraph and elsewhere in this section, the public 
bureaucracy is qualitatively deficient in two respects of significance 
for economic development. First, many of the disabilities described 
in Section m are encountered in these bureaucracies and must there- 
fore be present in some degree in public enterprises*!. Second, for 


with low civil service ratings is much greater in advanced countries. See ibid., 
p. 208; also BERGER, op. cit., p.82. W. P. TuckER reports the ratio of federal govern- 
ment employees to population as being two-fifths as high in Mexico as in the 
United States. See The Mexican Government Today, Minneapolis 1957, p. 130. It is 
paradoxical that, because of local cultural conditions, one may find some branches 
of an underdeveloped country’s public administration overmanned by Western 
standards and others non-existent—prodigality in the use of manpower alongside 
poverty in its use. 

39. I owe this figure to W.B. Hamitton; it is from a statement made by the 
premier of Nigeria in a debate in the course of which it was noted that the govern- 
ment could not fill all the jobs it had open. See Federation of Nigeria, House of 
Representatives, Debates, Session 1957/1958, 1, Chaps. 1424-1429. 

40. E.g., see Roy Jumper, “‘ Problems of Public Administration in South Viet 
Nam7”’, Far Eastern Survey, Xxv1, 1957, p. 186-189. Jumper reports the number of 
civil servants as approximating 25,000; the population approximates 12 million. 
The government’s economic role is relatively large. See also HuGH Tinker, The 
Union of Burma: A Study of the First Years of Independence, London 1957, Chap. 5, 
esp. p. 132, where the weakness of the Burmese secretariat is attributed to excessive 
centralization of authority, to internal friction, and to departmentalism. 

41. Riccs (op.cit.) mentions various manifestations of these disabilities (e.g., 
avoidance of responsibility, ineffective planning, administrative incompetence, 
inflexibility and weakness of drive, lack of loyalty, action-preventing controls, 
over-centralization, poor coordination, corruption, subordination of public to 
personal interests), some of which reflect technical or moral incompetence whereas 
others reflect regnant value patterns or tendencies inherent in existing bureau- 
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various reasons (e.g., shortage of educational facilities and of oppor- 
tunity for suitable occupational experience; too great emphasis on 
legal or literary rather than on engineering, business, and adminis- 
trative training ; insufficient depersonalization of relationships among 
bureaucratic and other members of the government), public bureau- 
crats lack technical or administrative competence. Conditions vary 
with country. In some the bureaucracy remains unsuited to do effec- 
tively what needs to be done in a country seeking to develop its 
economic potential*?. In others the civil service enjoys great prestige, 
but the number of highly qualified bureaucrats remains small, and 
their effectiveness is reduced by the persistence of attitudes acquired 
in pre-independence times**®. The shortage of qualified personnel, 


cratic organizations. When economic development is one of the two or three most 
important objectives of a government, it is essential that it orient its organizational 
and bureaucratic structure, its coordinative processes, its budgetary practices, 
and its role vis-a-vis those of state and local governments to the requirements of 
economic development. 

42. E.g., see W.E.H.Howarp, Public Administration in Ethiopia, New York 
1956; WERNER LeEv1, “‘ Politics in Nepal’’, Far Eastern Survey, xxv, 1956, p.43. 
In some countries, among them successor states to the Ottoman Empire (once 
renowned for its bureaucracy; see A.J. ToyNBEE, A Study of History, 11, London 
1939, p. 28-50), a disposition to serve personal rather than public interests accen- 
tuates the adverse effects of administrative incompetence and waste in the use of 
personnel. For comments on public administration in Moslem countries see 
F.R.C.Bac.ey, “Iraq Today’’, International Journal, xu, 1957, p.200; Inter- 
national Bank for Reconstruction and Development, The Economic Development of 
Jordan, Baltimore 1957, p.430/431; S.N.FisHEeR, Social Forces in the Middle East, 
Ithaca 1955, p.149-151; D.N.Wilbert (ed.), Afghanistan, New Haven 1956, 
p.97/98; H.H. Vreeland (ed.), Iran, New Haven 1957, p.80/81; Royal Institute 
of International Affairs, Libya, A Brief Political and Economic Survey, London 1956, 
p.4; GAMAL-EppINE HEywortH-DwunneE, Al- Yemen (Muslim World Series, No.5), 
Cairo 1952, p.21-23. On the role of depersonalization in bureaucratic efficiency 
see From Max Weber: Essays in Sociology (translated by H. H. Gerth and C. W. Mills), 
New York 1946, Chap.8. Efficiency of administration is incompatible with the 
existence of a personal bond between the ruler and his subordinate officials. See 
J. Dicktnson’s introduction to The Statesman’s Book of John of Salisbury, New York 
1927, p. liv—lviii. 

43. E.g., see Rarig M. Kuan and H.S.Srark, Young Pakistan, London 1951, 
p. 175/176; also Pakistan, 1955/56 (Pakistan Publications), Karachi 1956, p. 20/21; 
W. W. Croucn, ‘‘Civil Service in India’”’, Public Personnel Review, Xvul, 1956, p.913 
Ministry of Information and Broadcasting (Government of India), India, Delhi 
1955, p.88-g2. See also S.D.BatLey, Parliamentary Government in Southern Asia, 
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some of it entrepreneurial in character, is reflected in the annual 
reports of the Consultative Committee of the Colombo Plan and in 
most of the reports and recommendations of general survey missions 
of the International Bank for Reconstruction and Development*. 
While these shortages tend to weaken the enforced requirements for 
admission into the civil service, they do not result in the elimination 
of irrelevant equirements in respect of entrepreneurs interested in 
serving in the public sector. In consequence, the shortage of qualified 
public entrepreneurs must be more acute than that of competent 
civil servants in general. 

There is not much published information available respecting the 
direct impact of service with the government upon the aggregate 
supply of entrepreneurial service. A reduction of the latter might be 
brought about directly in two ways: (a) by drawing into the public 
bureaucracy—especially into its non-economic branches—indivi- 
duals who would otherwise have been entrepreneurs; (b) by drawing 
into the public bureaucracy individuals with entrepreneurial ability 
and then dissipating this ability. Respecting (a) it may be observed 
that in India top management in public enterprise must be sought 
in the private sector and among foreigners since but few of the 
Government officials (from among whom, however, most of the top 
executives are chosen) have had the necessary training and experi- 


New York 1953, p. 70-73, 85/865, where shortcomings of the civil service in India, 
Pakistan, Burma, and Ceylon are examined; I.D.S. and M.I. WEERAWARDANA, 
Ceylon and her Citizens, London 1956, p. 152-154; H. Tinker, The Union of Burma: 
A Study of the First Years of Independence, Chap. 5. 

44. See the reports for Colombia (p. 590 ff.) ; Guatemala (p. 262-264) ; Cuba 
(p. 453-455); Turkey (p. 49/50, 198-200) ; Iraq (p. 77-80) ; Nicaragua (p.85-87) ; 
British Guiana (p.84-86); Ceylon (Chaps. 3/4, 18); Syria (p. 193-199); Jordan 
(p. 430/431). On Guatemala see also K. A. Srtvert, A Study in Government: Guatemala 
(Middle American Research Institute, Tulane University), New Orleans 1954, 
p. 32-34. On shortcomings in the civil service of Argentina, Brazil, and Chile, 
see A.F.MacDona.p, Latin American Politics and Government, New York 1954, 
p. 106, 188, 335; on Honduras, W.S. Stokes, Honduras: An Area Study in Government, 
Madison 1950, p. 204/205; and on Uruguay, JAmes D. Kitrcuen, “‘ National Per- 
sonnel Administration in Uruguay’’, Inter-American Economic Affairs, tv, 1950, 
p. 45-58. On defects in the Turkish civil service see also W.J.Siffin (ed.), Toward 
the Comparative Study of Public Administration, Bloomington 1957, p. 135, 176/177. 
See also E. O. Stent, Public Administration in the Phillipines (Institute of Public 
Administration, University of the Philippines), Manila 1955, p. 13-15, 31-34. 
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ence; and that this experience is encountered also in other countries*. 
Hence, should the public sector be greatly expanded, this sector 
would suffer from a shortage of competent entrepreneurs at the same 
time that expansion of the public bureaucracy (membership in which 
carries prestige in India as in Pakistan and Ceylon**) was diverting 
persons with entrepreneurial ability from private business careers 
but not necessarily into public entrepreneurial careers. In Egypt, 
where (as in much of the Near East) governmental employment still 
appears to carry more prestige than a career in private business, such 
employment is absorbing a large fraction of those from among whom 
higher-level private entrepreneurs might eventually issue, and yet 
not necessarily recruiting these individuals for eventual service with 
public enterprise’’. Respecting (b) it may be said that in India far 
more than in Egypt efforts are being made, especially through 


45. See BALDWIN, op.cit., p. 18/19; United Nations, Processes and Problems of 
Industrialization in Under-Developed Countries, p.24/25, 30-33. Inasmuch as govern- 
ment still generates only about one-tenth of India’s national product, the overall 
entrepreneurial requirement of the Government remains small. The demand for 
highly competent management is relatively great, however, because the size of a 
representative public enterprise usually is far above the average found in India. 
The importance of entrepreneurial and managerial problems is recognized, how- 
ever. See Government of India, Second Five Year Plan, Delhi 1956, Chaps.6, 23. 
Attention is being given also to ascertaining “‘to what extent possession of degrees 
can be dispensed with for the purposes of recruitment to public services’’ and to 
reorienting Indian education to the needs of economic development. See ibid., 
p-512, and Chap. 23. 

46. In Ceylon recently more than half of the college and secondary students 
declared that they wished to become civil servants. See THEODORE MorGan, 
“The Economic Development of Ceylon’’, Annals of the American Academy of 
Political and Social Science, cocv, 1956, p. 96/97. 

47. Although only around 2.2 per cent of the Egyptian population was in 
government service and government expenditure (less debt service and price 
subsidies) approximated only about one-sixth of national income, government 
employment in 1947 engaged about one-third of the population with a primary, 
secondary, or higher education, and in 1948-1950 absorbed about two-fifths of 
all secondary school graduates and about four-fifths of all college graduates. See 
BERGER, op. cit., p. 80-83, 91-93, 15. A sample study revealed about three-quarters 
of the respondents to be of urban origin and 8.7 per cent to be of small-merchant 
parentage (with most of the others sons of government employees, landlords, and 
peasants). Only about one-eighth of the respondents indicated that they would 
consider engaging in business or an independent profession. See ibid., p.42, 45, 


71, 86. 
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education, to increase the number of individuals from among whom 
many public and private entrepreneurs might be expected to emerge. 
At the same time, the internal and external environments in which 
public entrepreneurs now work, in India and (in greater measure) 
in Egypt, do not seem suited to make entrepreneurial abilities flower, 
and they may even dissipate such abilities*’. 

From what has been said it may be inferred that in underdeveloped 
countries expansion of a public bureaucracy tends to be partly at 
the expense of the actual and potential supply of entrepreneurs avail- 
able to the private sector, and that entrepreneurial ability is more 
likely ceteris paribus*® to undergo dissipation in the public than in the 
private sector. 


Vv 


Conclusion. It has been argued: (1) that underdeveloped countries are 
short both of individuals with entrepreneurial ability and of com- 
petent public bureaucrats; (2) that the public sector is not generally 
better suited than the private sector to transform inputs into outputs; 
and (3) that therefore economic growth tends to be retarded when 
(a) the public sector is expanded at the expense of the private sector 
and (b) it is required of public entrepreneurs that they possess attri- 
butes prescribed for membership in the public bureaucracy whether 
or not they also possess qualities requisite for entrepreneurial success. 
The argument has been related only to mixed economies though, if 
suitably qualified, it may also be related to state-dominated collec- 
tivist economies. 


48. Concerning relevant defects in the Egyptian bureaucrat-environment, see 
BERGER, op.cit., Chaps.6—8, esp. p. 148-150, 174/175, 180. On current decision- 
and action-preventing attributes of India’s administrative system see Paut H. 
ApPLEBY, Re-examination of India’s Administrative System with Special Reference to 
Administration of Government’s Industrial and Commercial Enterprises, Delhi 1956, p. 17. 
See also idem, Public Administration in India. Report of a Survey, Delhi 1953, p. 40-46, 
56. The Government of Pakistan had its economic administrative structure, etc., 
evaluated in 1955. 

49. This qualification is important because a government, by stimulating the 
inflow of foreign entrepreneurs or by undertaking large-scale ventures, may pro- 
vide some of its employees with experience and horizons not currently realizable 
in the private sector and thereby more than offset the effects of adverse elements 
present in the environment of public enterprise. 
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Underdeveloped economies may overcome the difficulty described 
in Section 1 in one of two ways. First, persons charged with the 
performance of entrepreneurial functions in the public sector may 
be exempted completely from the usual qualifications for member- 
ship in the public bureaucracy, or they may be enrolled in a special 
branch of the civil service, membership in which is made contingent 
on the supposed possession of entrepreneurial ability but not on that 
of governmentally specified bureaucratic attributes. This solution in 
either form is open to two objections: (1) it would tend to dilute civil 
service requirements in administrative sectors where their main- 
tenance is essential and it would operate generally to reduce the 
overall quality of a public bureaucracy already qualitatively inade- 
quate; (2) it fails to distinguish carefully between performance of 
entrepreneurial function and performance of what below is called 
the polity function. 

The second solution consists in distinguishing carefully between 
entrepreneurial and polity functions and then (usually) in assigning 
the former to the private economic sector and the latter to the public 
administrative sector. The entrepreneurial function consists princi- 
pally in efficiently and economically transforming inputs into desired 
outputs and sometimes also in suitably extending the range of desire. 
The polity function consists, in so far as economic development is 
concerned, in the careful formulation and in the pre-production 
planning and implementation of legislatively sought and approved 
programs designed to augment the rate at which types of economic 
and/or social overhead capital are formed®® and possibly also that 
at which various kinds of quasi-overhead wealth are accumulated. 
Performance of the polity function usually entails the adoption of 
much longer time-horizons than does execution of the entrepreneurial 
function; it therefore often has to do with situations in which the 
marginal social benefit supposedly exceeds both the marginal social 
cost and the realizable marginal private benefit. Performance of the 
polity function thus calls for different types of mind, different criteria, 
and different attitudes than does that of the entrepreneurial function. 
At the same time, the polity function having been performed and 


50. On these forms of capital see my ‘‘Capital Requirements and Population 
Growth in Underdeveloped Countries: Their Interrelations’’, Economic Development 
and Cultural Change, 1v, 1956, p. 305-334- 
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an objective having been specified, the task of realizing this objective 
may usually be turned over to a native or to a foreign private entre- 
preneur whose function is then limited to transforming inputs into 
specified outputs until the objective sought is actualized. Under these 
circumstances presumably qualified public bureaucrats effectively 
carry out the polity function and presumably efficient private entre- 
preneurs exempt from all necessarily restrictive bureaucratic quali- 
fications transform inputs into the objective sought by the public 
bureaucrats. Only in some instances (e.g., operation of educational, 
public health, public utility, etc., facilities) would transformation be 
carried out by public entrepreneurs, and in these instances care 
might be taken to prevent the introduction of unnecessarily restrictive 
bureaucratic qualifications. Ultimately then the second solution con- 
sists in minimizing (maximizing), in so far as the requirements of 
efficiency indicate, the extent to which the actual transformation of 
inputs into specified outputs is carried on in the public (private) 
economic sector. At the same time, the second solution permits the 
public sector to expand in so far as the augmentation of the supply 
of suitably qualified public entrepreneurs permit. 

Regarding the difficulties described in Section m and partially 
illustrated in Section rv it may only be said that these are reducible, 
at least within limits. The manner of their reduction lies outside the 
purview of the present paper; only after considerable research, how- 
ever, will it become fully enough known. 


Duke University, Durham (U.S.A. ) Joseru J.SPENGLER 


SUMMARY 


This paper has to do with mixed economies. Because of the essentiality of ma- 
nagerial and entrepreneurial skill to the economic development of relatively 
backward countries, economy in the allocation and use of this skill is of the greatest 
importance. Expansion of the public sector of an underdeveloped economy at 
the expense of its private sector may intensify the effective scarcity of utilizable 
entrepreneurial and managerial skill. Usually only individuals possessing quali- 
fications of the sort stipulated in legislation relating to the public bureaucracy 
(or civil service) are eligible to undertake entrepreneurial functions in the public 
sector. Yet there are to be found in any representative country many individuals 
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with marked actual or potential entrepreneurial ability who lack some of the 
legally ordained prerequisites to membership in the public bureaucracy; these 
cannot serve in the public sector and are denied opportunity in the private sector 
in so far as activities are transferred to the public sector. Accordingly, as more and 
more economic activities are absorbed into the public sector, the amount of 
entrepreneurial and managerial skill available to direct these activities becomes 
smaller in relation to the volume of public entrepreneurial work to be done. 
Moreover, the rate at which persons are drawn into the entrepreneurial class 
tends to be reduced in the economy as a whole. The resulting scarcity of entre- 
preneurial skili in the public sector is not offset by greater efficiency in the use of 
this skill; at times in fact this skill is less efficiently used in the public than in the 
private sector. In general, therefore, misuse of scarce entrepreneurial skill through 
excessive expansion of the public sector tends to aggravate the extent to which a 
shortage of qualified public bureaucrats always operates to slow down the rate 
of economic development. Evidence is presented to support the view that this 
shortage is very pronounced, in terms of both numbers and quality. 

A solution is not to be sought in exempting from civil-service requirements 
individuals selected to administer economic activities in the public sector. Such 
exemption might retard the development of a highly qualified and morally 
responsible public bureaucracy. At the same time private entrepreneurs cannot 
be counted upon to initiate some of the undertakings essential to a country’s 
economic development. An appropriate division of functions between the state, 
on the one hand, and private enterprise, on the other, must be made. A strong 
case may be made for reserving largely to private enterprise responsibility for the 
actual transformation of inputs into specified outputs. The state remains free to 
specify many of these outputs, particularly those deemed essential to economic 
development, and to provide financial and other support requisite to the realiza- 
tion of these specified outputs. 


ZUSAMMENFASSUNG 


Beamtenschaft, Struktur der Ressourcen und wirtschaftliche Entwicklung. Der Artikel 
argumentiert im Rahmen dualistischer Wirtschaftssysteme. Da Manager- und 
Unternehmerqualifikationen fiir die wirtschaftliche Entwicklung relativ riick- 
standiger Lander wesentlich sind, ist die geeignete Zuteilung und Verwendung 
dieser Fahigkeiten von grésster Bedeutung. Die Ausdehnung des 6ffentlichen 
Sektors einer unterentwickelten Volkswirtschaft auf Kosten des privaten Sektors 
kann die bestehende Knappheit an verwendbaren Unternehmer- und Manager- 
fahigkeiten akzentuieren. In der Regel kommen nur solche Leute fiir die Uber- 
nahme von Unternehmerfunktionen im 6ffentlichen Sektor in Frage, die jene 
Art von Qualifikationen aufweisen, wie sie in der Gesetzgebung iiber den Staats- 
dienst festgesetzt sind. Doch gibt es in jedem Land viele Leute mit tatsachlichen 
oder potentiellen Unternehmerfahigkeiten, bei welchen einige der gesetzlich 
festgelegten Vorbedingungen fiir den Beitritt zur Beamtenschaft fehlen; diese 











488 JOSEPH Jj. SPENGLER 


kénnen nicht im 6ffentlichen Sektor tatig sein, und auch im privaten Sektor fehlt 
die Méglichkeit, soweit Tatigkeitsbereiche dem 6ffentlichen Sektor iibertragen 
werden. Wenn mehr und mehr wirtschaftliche Tatigkeiten vom 6ffentlichen 
Sektor absorbiert werden, vermindert sich, im Verhaltnis zum Umfang der 
éffentlichen Unternehmenstatigkeit, die Zahl der fiir die Leitung dieser Tatig- 
keiten verfiigbaren Unternehmer und Manager. Zudem entsteht dann die Ten- 
denz, dass Ubertritte in die Unternehmerklasse in verlangsamtem Rhythmus 
erfolgen. 

Die daraus resultierende Knappheit an unternehmerischen Fahigkeiten im 
éffentlichen Sektor wird nicht etwa aufgewogen durch gréssere Leistungsfahigkeit 
in der Verwendung dieser Fahigkeiten; manchmal werden sogar diese Fahig- 
keiten im 6ffentlichen Sektor weniger wirksam verwendet als im privaten. Deshalb 
fiihrt im allgemeinen die falsche Verwendung von unternehmerischen Fahig- 
keiten als Folge einer iibermassigen Expansion des 6ffentlichen Sektors dazu, dass 
das Tempo der wirtschaftlichen Entwicklung, das durch eine Knappheit an 
qualifizierten Sffentlichen Beamten ohnehin gehemmt wird, sich noch weiter 
reduziert. Es wird gezeigt, dass diese Knappheit sehr betrachtlich ist, sowohl 
zahlenmassig wie in bezug auf Qualitat. 

Die Lésung kann nicht darin gesucht werden, dass jene Leute, die fiir die 
Leitung wirtschaftlicher Tatigkeiten im 6ffentlichen Sektor geeignet sind, von 
den Beamtenvorschriften entbunden werden. Eine solche Befreiung kénnte den 
Aufbau einer hochqualifizierten und verantwortungsbewussten Beamtenschaft 
verzégern. Anderseits kann bei einigen fiir die wirtschaftliche Entwicklung eines 
Landes wesentlichen Projekten nicht damit gerechnet werden, dass sie durch 
den privaten Unternehmer in Angriff genommen werden. Die Funktionen 
miissen deshalb zwischen Staat und Privatunternehmer aufgeteilt werden. Man- 
ches spricht dafiir, dass die Produktion von Giitern und Diensten grundsatzlich 
der Verantwortung der privaten Unternehmung vorbehalten bleibt. Dem Staat 
steht es dabei frei, manche der erwiinschten Endprodukte, namentlich die fiir die 
wirtschaftliche Entwicklung wesentlichen, selber zu bestimmen und dafiir 
finanzielle und andere Hilfe zu gewahren. 


RESUME 


Administration publique, structure des ressources et développement économique. Cet article 
concerne les économies mixtes. Etant donné que les qualités des directeurs et 
chefs d’entreprises sont essentielles pour l’évolution économique des pays relative- 
ment arriérés, la répartition et l’utilisation appropriées de ces qualités sont de la 
plus haute importance. L’expansion du secteur public d’une économie sous- 
développée aux dépens de son secteur privé peut accentuer la rareté existante 
de capacités aux fonctions d’entrepreneur et de directeur. Habituellement, seules 
les personnes possédant les qualifications de la nature de celles qui sont stipulées 
par la législation concernant |’administration publique (ou service de |’Etat) 
sont éligibles aux fonctions d’entrepreneur dans le service public. Cependant, il 
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existe dans chaque pays de nombreuses personnes ayant des qualités d’entre- 
preneur effectives ou potentielles, mais auxquelles il manque quelques-unes des 
conditions préalables fixées légalement pour faire partie de l’administration 
publique; celles-ci ne peuvent servir dans le secteur public et se voient refuser 
toute possibilité dans le secteur privé dans la mesure ou des activités économiques 
sont transférées au secteur public. Par conséquent, si les activités économiques 
sont absorbées de plus en plus par le secteur public, le nombre des entrepreneurs 
et administrateurs qualifiés susceptibles de diriger ces activités diminuera par 
rapport au volume des taches 4 accomplir par |’Etat. De plus, le taux des per- 
sonnes attirées dans la catégorie des entrepreneurs tend a étre réduit dans |’éco- 
nomie considérée comme un tout. Il en résulte une rareté de capacités aux fonc- 
tions d’entrepreneur qui n’est pas compensée par une «efficience» plus grande 
dans l’utilisation de ces capacités; parfois, ces capacités sont en fait utilisées moins 
efficacement dans le secteur public que dans le secteur privé. C’est pourquoi, en 
général, la mauvaise utilisation des personnes aptes aux fonctions d’entrepreneur, 
par suite d’une expansion excessive du secteur public, tend 4 aggraver la mesure 
dans laquelle une pénurie de fonctionnaires qualifiés ralentit de toute fagon le 
rythme du développement économique. Il est démontré que cette pénurie est 
trés forte, tant en quantité qu’en qualité. 

La solution de ce probléme ne doit pas étre cherchée en exemptant des pres- 
criptions légales les gens choisis pour diriger des activités économiques dans le 
secteur public. Une telle exemption pourrait retarder le développement d’un 
corps de fonctionnaires hautement qualifiés et moralement responsables. D’autre 
part, on ne saurait escompter que les entrepreneurs privés prennent I’initiative 
de quelques-uns des programmes essentiels au développement économique d’un 
pays. Une divison judicieuse des fonctions doit étre faite entre l’Etat d’une part 
et les entreprises privées d’autre part. Il y a de fortes raisons pour que la production 
de biens et la prestation de services soient en principe réservées a la responsabilité 
de l’entreprise privée. L’Etat demeure libre de déterminer lui-méme nombre de 
ces produits finis, en particulier ceux qui sont jugés essentiels au développement 
économique, et de fournir l’aide financiére ou autres appuis nécessaires 4 leur 
fabrication. 











WAGES AND AGGREGATE 
EMPLOYMENT 


I, INTRODUCTION: RECENT DISCUSSIONS 


Despite some recent contributions, the relation of wages to aggregate 
employment has, since Keynes’ General Theory, remained an un- 
settled issue in the economic literature. Keynes showed that one must 
consider the roundabout effects of wage changes on the investment 
and consumption components of final demand, before coming to any 
conclusion on whether a particular wage variation would cause 
employment to increase or decrease!. He concluded that adminis- 
tered wage variations in general would do injustice to some income 
groups, and could do little that a flexible monetary policy could not 
do. Wage reductions, in particular, would increase the burden of 
indebtedness and might lead to unfavorable price and wage ex- 
pectations. A stable general money-wage level was to be preferred 
over other alternatives. 

Two recent discussions, by Weintraub and Bronfenbrenner, have 
reexamined the question with the help of Keynesian tools, and have 
come to conclusions not far from those of the classical economists’. 
Their arguments deserve some discussion here before we proceed 
with the main purpose of this paper: to reduce the indeterminate- 
ness of the wage-employment relation in a situation where under- 
employed resources are available. 

‘1) WermTravs develops aggregate demand and supply func- 
tions which relate total final expenditure and total required supply 
proceeds to the quantity of employment. These are constructed on 
the basis of constant money wages and other factor prices, and assume 
a constant stock of equipment. With employment on the horizontal 
axis, and total proceeds on the vertical axis, the supply function 


1. The General Theory of Employment, Interest, and Money, Ch. 19. 

2. Siwney WerntrAus, “A Macroeconomic Approach to the Theory of 
Wages’’, American Economic Review, xLv1 (1956), December, p. 835-856; M. Bron- 
FENBRENNER, ‘“‘A Contribution to the Aggregative Theory of Wages’’, Journal of 
Political Economy, uxiv (1956), December, p. 459-469. 
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ultimately turns upward because of diminishing returns. The de- 
mand function is above the supply function at low employment but 
turns downward with higher employment, because consumption 
diminishes as a share of rising disposable income, because taxes take 
an increasing share of factor income, and because fixed outlays and 
dividends vary proportionately less than profits. Investment demand 
as a function of employment is added to consumption, but in Wein- 
traub’s model does not greatly alter the shape of the total demand 
function. The two functions thus cross in the standard way to give 
a stable level of employment. 

The important question Weintraub wishes to answer is then how 
the aggregate supply and demand curves shift as a result of changes 
in the wage rate. Corresponding to each wage level is a new demand 
and a new supply function, and the path of their intersections shows 
the equilibrium levels of employment and aggregate proceeds (or 
national income in money terms with a varying price level). Cor- 
responding to this locus is a “demand curve’”’ for labor, which plots 
the wage-employment points taken from the other diagram. Is this 
curve likely to be downward or upward-sloping, i.e., “‘classical’”’ or 
“underconsumptionist”’ in shape (as Weintraub terms them) ? Wein- 
traub finds good reason to believe that the curve is of moderately 
classical form. 

We may summarize his argument as follows: Assume at first that 
when money wages are increased required money profits tend to rise 
proportionately, because employers seek to protect their real profits 
against encroachment. Thus the price-level rise approximately 
matches the wage increase, and there is little transfer of income be- 
tween entrepreneurs and wage earners. There is only some loss of 
income from rentiers to the other two groups, as prices rise. Required 
supply proceeds shift upward by the amount that the wages bill and 
required profits increase. Consumption expenditures, on the other 
hand, shift by the sum of the entire wage-bill increase plus a fraction 
of the profit increase. This fraction is rather small, because part of 
profits is retained as corporate saving and part goes for corporate 
taxes. In addition, he argues, a higher personal tax rate is paid by 
shareholders than previously, so that less disposable income accrues 
per dollar of dividends than before. As a result mainly of the leakages 
from corporate profits, the upward shift of aggregate demand in 


3 
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money terms tends to be less than the shift of aggregate supply pro- 
ceeds. Oversupply develops and employment falls until a new equi- 
librium is reached; thus we come out with a demand function which 
is classical in shape’. 

Accepting for the moment the assumption of prices moving almost 
proportionately with wages, can we find anything defective in this 
argument? There is no denying that the corporate-profits leakage 
exists, but this does not signify any increase of real corporate saving 
or tax payments. All that has occurred is a change in money units 
with constant real saving. Nor does Weintraub give any reason to 
expect real investment to fall. In fact, he gives reasons for expecting 
it to remain approximately the same, so that money investment will 
rise in the same proportion as prices. Consumption has risen ab- 
solutely less in money terms than required supply proceeds, but it 
too has risen by the same proportion; and this rise is sufficient to 
preserve the equality between the sum of desired consumption and 
investment and aggregate supply. If aggregate supply were given an 
initial value of 4, consumption of 3, and investment of 1, a rise of 
wages and prices each by 25°%% would give a new equilibrium equa- 
tion. This would read: 44+1 = (3+34)+(1-+ 4). Clearly there has 
been no disturbance of equilibrium and no reason for employment 
to fall. Weintraub appears to have compared the supply only with 
the consumption change and not with the sum of consumption and 
investment. 

What happens if we admit the possibility of prices rising by a 
smaller proportion than wages? Here Weintraub agrees that there 
would be a redistribution of income, with a probable increase of 
consumption demand, and rise of employment. However, he regards 
the likelihood of significant redistribution to be weak, because wages 
are the predominant share of marginal cost and because entre- 
preneurs will resist a whittling away of their real income by labor. 
We shall postpone our comment on this point until Part 2, where 
reasons are given for believing that real wages will in fact generally 
move in the same direction as money wages. 


3. WEINTRAUB, op. cit., p. 846. However, he admits that expectations of rising 
prices due to the wage increase can reverse this outcome by causing an investment 
bulge. Another exception may occur through “‘an unlikely and fairly extreme 


income transfer to wage earners’’. 
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(2) BRONFENBRENNER’S argument bears some similarity to that 
of Weintraub. He too considers the change of demand in money 
terms by wage earners and entrepreneurs, in response to a money- 
wage increase, and compares this demand change with the change 
in price level. However, his spending propensities include both con- 
sumption and investment responses. In the case of wage earners the 
purchase of housing is included in investment demand, while invest- 
ment by entrepreneurs is defined in the usual way. He concludes 
that, when thus defined, the spending propensities of wage earners 
are not likely to exceed by much those of entrepreneurs. 

Part of a money-wage increase (the fraction k) is absorbed in 
reduced money profits and part (the fraction (1—s)) is passed on 
in higher. prices. If m is the marginal propensity to spend of wage 
earners, and m’ that of employers, the change of money demand per 
unit of money-wage increase will be m—km’, i.e., the increase of 
workers’ spending /ess the reduction of entrepreneurs’ spending due 
to the loss of money profits. On the other hand, the price level has 
risen by (1—k) times the wage increase. Thus for real output and 
employment to increase, it is necessary thai (m—km’) > 1—A, i.e., 
spending for consumption and investment per dollar of wage in- 
crease must exceed the corresponding increase of prices*. On the 
face of it, a strong likelihood of employment falling through an 
increase of wages exists, and,this is stronger the greater the response 
of the price level to wage changes. 

Despite the attractive simplicity of Bronfenbrenner’s formulation, 
a bias can be pointed out in his use of spending propensities defined 
in real terms to relate quantities in money units of changing pur- 
chasing power. When the price level rises, wage earners’ expenditure 
increases will consist of two parts: That given by m, which assumes 
no price change, and an additional part to compensate for the rise 
in prices by (1—). Entrepreneurs’ money expenditures tend to fall 
by less than m’ for an analogous reason: They adjust their spending 
upward to compensate for the rise in prices. Thus m’ overstates their 


4. He then proceeds to add complications tc this basic condition, by consider- 
ing the impact elasticity of demand for labor, and by dividing the capitalist 
group into rentiers and entrepreneurs. The impact demand change for labor will 
be dealt with below, where we argue that it can be ignored in practice. See 
BRONFENBRENNER, Op. cit., p. 461/462. 
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expenditure reduction. But deflating m’ by the fraction k tends to 
counter-balance this overstatement. We can therefore say that 
(m—km’') together understates the increase of money expenditure 
(since the first term remains understated) and that Bronfenbrenner 
gives an inaccurate statement of the condition for an increase of 
employment®. 

The simplest correction for this bias is to restate the proposition 
in real terms. Then the gain of real income to wage earners would 
be equal to the loss suffered by entrepreneurs, and Bronfenbrenner’s 
critical condition would reduce to m—m’' = o. The outcome then 
depends simply on the relative magnitudes of the two spending 
propensities. 

If it is desired to show how the degree of price response to wage 
changes will dampen the redistribution effect, we can reformulate 
the condition to read: 


(1—epw) (m—m’) 3 0, 


where epw is the elasticity of price-level response to a money-wage 
change. If epw = 1, entrepreneurs will have succeeded in retaining 
the initial real-profit rate by raising prices proportionately with 
wages. If epw > 1, which seems very unlikely in a situation with 
free resources, the money-wage increase causes a shift of real income 
from workers to employers. With epw <1, the most likely case, 
the price increase merely dampens the effect of the wage increase; 
and the direction of employment response still depends on whether 
wage-earners’ spending propensities exceed those of employers. 


5. K. W. RotuscHiLp comments on the Bronfenbrenner condition that it 
assumes ‘‘complete money illusion’’. That is, all recipients of changed income 
alter their spending by the same money amount as if the price level had not 
changed. He then develops an alternative formula for absence of money illusion 
(Bronfenbrenner’s own assumption), which is formally different from but accords 
with our own. He finds the critical condition for a wage rise to increase employ- 
ment to be: K > —C,/W,, where C, and W, are initial total incomes of entre- 
preneurs and employers respectively. A =o means that entrepreneurs demand 


only the same money profits as before. If entrepreneurs demand the same real 
profits as before, then K is negative and equal to —C,/W,. See K. W. Rotn- 
SCHILD, ‘“‘Aggregative Wage Theory and Money IIlusion’’, Journal of Political 
Economy, txv (1957), October, p. 442-445; also BRONFENBRENNER, ‘‘Reply”’, 
P- 445-447; Roruscuip, ‘‘Rejoinder’’, p. 447/448. 
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IIL. AN ALTERNATIVE FORMULATION 


In the present writer’s view much of the difficulty encountered by 
the two writers above lies in their formulation of the problem partly 
in real and partly in money terms. This approach also characterizes 
several other discussions of the question, with equally unsatisfactory 
results®. For this reason we propose here to reformulate the issue in 
real terms throughout. It also seems preferable, in contrast to Bron- 
fenbrenner, to deal with consumption and investment responses 
separately, as the latter are determined by a set of forces different 
from those operating on the former. In addition we shall deal with 
the short-run responses of employers to factor-price changes. These 
were included by Bronfenbrenner among the forces determining the 
direction of employment change, while Keynes argued that they had 
no effect on the final outcome. 


The Relation of Real to Money Wages 


The first contention to be made is that real wages generally move 
in the same direction as money wages. Since this is important to the 
further argument, and since other writers have not made use of such 
an assumption, we shall examine whether it is realistic. 

Table 1 compares wage movements in United States manufac- 
turing with the cost of living. It shows that wages and prices have 
risen together in every year since 1947, but that prices have lagged 
behind. But over the two decades 1919 to 1929 and 1929 to 1939, 
money wages rose while the cost of living fell. Thus it would appear 
that in the postwar years unions have been successful in obtaining 
real-wage increases with their money-wage advances. Moreover, the 
data for the interwar period support the view that wages may in- 
crease continuously by moderate amounts without raising prices if 
productivity rises at the same time. 


6. See Hernz HA.tter, “‘Léhne und Beschaftigung”’, Schriften des Vereins fiir 
Sozialpolitik, N.¥., Bd. 11 (Berlin 1955), p. 27-50; R. C. O. Matruews, “‘The 
Effects of Wage Cuts on Employment’’, Economic Journal, txt (1951), September, 
p. 505-517; T. Mayer, “‘The Effects of a Wage Change upon Prices, Profits, 
and Employment”’, Economic Journal, Lx1 (1951), September, p. 518-530. 
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Table 1 
Average Hourly Earnings in Manufacturing and Cost of Living 
in the United States, 1919-1954 




















Year Hourly Earnings' Cost of Living* ag ol rr 
1919 0.477 74-0 0.645 
1929 0.566 73-3 0.772 
1939 0.633 59-4 1.07 
1947 1.237 95-5 1.30 
1948 1.350 102.8 1.33 
1949 1.401 101.8 1.38 
1950 1.465 102.8 1.42 
1951 1.59 111.0 1.43 
1952 1.67 113.5 1.47 
1953 1.77 114.4 1.55 
1954 1.81 114.8 1.58 

1. Source: National Industrial Conference Board, Economic Almanac, 1956 (New York 1956), p. 240. 

2. Federal Reserve Bulletin, March 1958, p. 342. 

3. Col. 1/Col. 2. 











It is not difficult to find explanations for the relative stability of 
prices in the face of wage changes. First, entrepreneurs have little 
basis for estimating changes of demand in their particular industries, 
as a roundabout consequence of wage-level changes. They, there- 
fore, are likely to assume that whatever estimate they have of industry 
demand still holds. Second, with differentiated products, consumer 
resistance to price increases must be overcome. This obstacle may 
diminish in time, but it reduces the attractiveness of an immediate 
price increase. Third, a firm may be uncertain about the behavior 
of rival firms in the same industry. If the firm gives heavy weight 
to the possibility that rivals will stick to their old prices, it will prefer 
to follow the same course rather than lose trade. Fourth, given less- 
than-full employment, the firm may well be operating at falling 
average cost; and a price increase may therefore have less appeal 
than a possible output increase. 

Over a longer period (a year or more) these resistances weaken, but 
other forces then also operate. Technological change will shift cost 
curves downward by varying degrees for different industries; and 
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the accumulation of capital has the same effect with respect to labor 
cost since it raises labor’s marginal product. Thus the weakening 
pressure from the cost side tends to balance the diminishing insti- 
tutional resistances to price increases, as the period lengthens. 


The Consumption Effect 


While the foregoing makes it seem safe to assume that money-wage 
increases result in redistribution of real income to wage earners, is 
the redistribution certain to raise the share of consumption out of 
income? 

If we are considering the long-period equilibrium level of con- 
sumption which accompanies a permanent redistribution, Duesen- 
berry’s interdependence hypothesis is relevant’. This states that each 
household’s expenditure is a positive function of its own and other 
households’ incomes. If the upper-income households have stronger 
influence than the middle- and lower-income households on the 
consumption of most units, then raising labor’s share of total income 
will lower aggregate consumption. Whether consumption takes this 
particular emulative form or another is open to debate, but at least 
this outcome must be included as one of the possibilities. 

Another element of doubt is due to the fact that wage increases 
come largely at the expense of the owners of business, who hold 
marketable claims to business earnings. A loss in the market values 
of shares can be expected to follow a decline of profits. Is this an 
additional force tending to reduce the consumption of the share- 
owning group? This can be shown to be the case by comparing two 
persons with equal incomes, A receiving his entirely as salary, B re- 
ceiving his entirely out of dividend income. B is likely to consume 
more than A because he has no need to accumulate more capital 
in order to maintain his present income the rest of his life. A on the 
other hand must accumulate capital against his retirement. Now 
let both suffer an equal permanent reduction of income. Both would 
reduce consumption in proportion to income, but for B this would 
be a greater absolute reduction than for A. The conclusion therefore 
is that a permanent reduction of property income leads to a greater 


7. See J. S. DuEsENBERRY, Income, Saving, and the Theory of Consumer Behavior, 
Cambridge, Mass., 1949. 
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reduction of consumption than would a corresponding reduction of 
wage or salary income from the same initial level. 

A comparison of postwar with prewar personal savings data, if 
anything, strengthens doubts about the upward effect of redistri- 
bution on consumption. The 1935-1939 average share of personal 
saving in disposable income for the United States was 4.0% ; for the 
period 1950-1954 it was 7.3°%. This increase took place despite a very 
considerable evening out of income distribution between the two 
periods. 

The main reason for expecting real consumption to increase with 
wages is to be found in the corporate-savings trap. For the period 
1948-1955 in the United States the aggregate corporate-savings ratio 
to profits after tax was 0.52; the ratio of first differences of savings 
to profits was 0.89. The latter ratio implies that a short-period re- 
duction of profits causes a very small proportionate reduction of 
dividend payments; the former implies that a permanent reduction 
would cause a decline of disposable income to stockholders of about 
one-half the profit loss. It is thus clear that the marginal expenditure 
reduction of shareholders out of a unit of disposable income could be 
considerably greater than that of wage-earners, and still permit con- 
sumption to rise as a result of the real-wage increase. 

It might be argued in addition that the higher marginal tax on 
corporate income, first through the corporate income tax and then 
through the personal tax on dividend recipients, is an additional 
factor supporting an increase of consumption. In effect, this is saying 
that the government will permit tax receipts to fall, and disposable 
income to increase, when the distribution of income is shifted. But 
to the extent that the price level does rise with wages, personal in- 
comes generally move into higher tax categories; and so the reduc- 
tion in taxes out of income from the first cause tends to be offset by 
the increase due to the second. Moreover, it seems questionable to 
argue that the government will permit its real expenditures and 
receipts to change, except temporarily, as a result of accidental 
forces. 


The Investment Effect 


The impact of higher wages on investment can be divided into at 
least three elements, which do not all work in the same direction. 
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First is the increased relative profitability of more capitalistic tech- 
niques. Second is the reduction of profits, at least temporary, which 
affects both expectations and the availability of finance for business 
investment. Third is the effect of higher wages on residential con- 
struction. 

(1) With a given rate of interest, and assuming that firms gener- 
ally take actions which increase or maintain profits, while avoiding 
those which reduce profits, a rise of real wages is an inducement to 
employ more capital—and less labor—using techniques. We assume 
that capital goods prices, like prices in general, have risen less than 
money wages. For the economy as a whole one may think of a con- 
tinuous array of techniques arranged in order of their capital in- 
tensity. For single industries a discontinuous array is a better de- 
scription. This means that not all parts of the economy will react 
to moderate wage changes, but that there will always be some firms 
and industries at the sensitive margin®. 

For a given expected level of output, a one-time increase of wages 
stimulates a higher rate of investment, which will continue until the 
old capital stock has been replaced by capital embodying the new 
techniques. If the wage increase is great enough, it may lead to 
premature scrapping of equipment, and a correspondingly higher 
rate of investment. If the wage increase is small, there will be little 
premature scrapping because the old equipment still earns quasi- 
rent. But the rate of gross investment, even with constant expected 
output, will exceed the rate of depreciation. 

(2) The role of profit changes is the more complex question. 
Profits are associated causally both with expectations and with the 
availability of finance. It seems unlikely that, in a growing economy 
with favorable expectations as to demand and technical develop- 
ment, rising wages would have much effect on expectations of future 
profits. However, the effect would be stronger in the labor-intensive 
industries than elsewhere. On the other hand, the reduced availa- 
bility of real finance through reduced profits tends to have a negative 
effect. This applies at least to small firms with inadequate reserves, 
and with access to outside funds only on undesirable terms or in 


8. See Joan Rosinson, The Accumulation of Capital, London 1956, Ch. 10, for 
a useful discussion of the spectrum of available techniques, and for references 
to Wicksell. 
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inadequate magnitude. For the larger firms, who are usually well 
situated in both respects, a moderate dip in profits is not likely to 
have a significant restrictive effect on finances, remembering that 
profits after tax fall by less than the increase of the wages bill. 

An indication of the relative importance of larger firms in manu- 
facturing in the United States is given by the following data: In 1954, 
firms with assets more than $100 million accounted for 55.5% of 
total manufacturing assets: those with more than $5 million ac- 
counted for 82.2% of the total. In profits (before Federal tax) the 
concentration in medium-size and large firms was even more dra- 
matic: 62.2% of total profits were earned by the large, and 90.8% 
were earned by the medium and large firms together. The implica- 
tion is that most of investment would be accounted for by financially- 
strong firms who also have relatively easy access to outside financing 
when the need arises. 

(3) An important additional investment sector is residential con- 
struction. Here similar considerations apply as for consumption 
spending. If the groups receiving property income had the same 
marginal investment propensity for housing as wage earners, housing 
demand would increase with real wages (because total disposable 
income has increased). But there is reason to expect the spending 
response per dollar of disposable income for dividend recipients to 
be less than for wage earners. For the recipients of property income 
are likely to be more nearly satiated with respect to housing than 
wage earners, so that their marginal investment propensity relative 
to permanent income will be smaller. 

To sum up the investment effect of a wage increase, we may say 
that the tendency to substitute capital for labor, and the response 
of housing investment are both likely to operate in a positive direc- 
tion. But the reduction of profits acts negatively, so that the first and 
the third effects must outweigh the second in order to give a net 
positive effect. On balance, this outcome seems probable. 


Short-Run Employer Reactions 


The next question is whether the increase in the price of labor 
services relative to product prices induces an immediate short-run 
reduction of employment. If the employer views his market demand 
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as given, he may initially economize on labor in the process of 
maximizing profits. 

Keynes considered this possibility and concluded that such a reac- 
tion by employers could only have a temporary effect on output and 
employment. For with a given desired rate of investment, and an 
aggregate marginal propensity to consume less than one, a reduction 
of output would lead to involuntary disinvestment. Consumption 
would decline by less than output and the excess of consumption 
over output would be met through a depletion of stocks. Sooner or 
later output must return to the equilibrium level?. 

On the other hand, Bronfenbrenner introduced the impact re- 
sponse of employers as one of the determinants of the direction of 
change of employment”. Since this response was likely to be negative, 
if small, he regarded it as an additional force giving a classical form 
to the labor demand function. It therefore behoves us to discover 
whether the position taken by Keynes requires qualification. 

The Keynesian view is correct when the desired rate of investment 
is independent of changes in the rate of output. However, when the 
secondary investment response is great enough to give the economy 
an inherent instability, the temporary employment impact may con- 
ceivably causeacumulative downward movement of national income. 
One can therefore not always neglect the short-run effects of employer 
responses, even when seeking only the final equilibrium outcome. 

Investment caused by changes in the rate of expected output is 
not a determinant of the direction of change in the level of employ- 
ment. It does however determine the magnitude of the employment 
response induced by the primary forces above. Here two possibilities 
at least must be considered: (1) The secondary response of invest- 
ment, given the magnitude and lags in the marginal propensity to 
consume, is small enough to give a damped adjustment of employ- 
ment and output to a new level of equilibrium. (2) The secondary 
response of investment is so large that an explosive adjustment of 
employment follows!!. 


9. The General Theory, op. cit., p. 261. 

10. BRONFENBRENNER, Op. cit., p. 462-464. 

11. We are making use of a well-known proposition put forward first by 
P. A. SAMUELSON in “Interactions between the Multiplier Analysis and the 
Principle of Acceleration’’, Review of Economic Statistics, Vol. 21 (1939), p. 75-78. 
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(1) If the first possibility applies, then Keynes was correct in 
saying that the short-run adjustment of output by firms has no effect 
on the equilibrium outcome. An increase of wages then leads to a 
new equilibrium level of employment determined by the consump- 
tion and primary investment responses. The short-run output change 
due to changes in costs will only effect the path toward the new equi- 
librium. If it is correct that income redistribution and primary in- 
vestment can be expected to operate in a positive direction, the level 
of employment will rise to a new equilibrium when wages are raised. 

(2) If the second possibility applies, then all three factors must 
be considered in determining the final outcome: (a) The negative 
short-run employment effect may outweigh the positive effects of 
redistribution and primary investment and cause an explosive down- 
ward movement of income. A very considerable fall of income may 
occur before a limit to disinvestment set by depreciation, or a favor- 
able change of expectations, stops the decline and reverses it. (b) The 
two positive forces may outweigh the negative short-run employment 
effect. In this case there is an upward explosive movement of income. 
This too may continue some long way before striking a barrier set by 
the capacity of capital-goods industries or by the supply of labor. 

A priori, there is little to choose among possibilities (1), (2a) and 
(2b). It is just as conceivable that an increase of wages would cause 
an explosive downward movement of income and employment, as 
that it would cause an upward movement, either damped or ex- 
plosive. However, there is reason for believing that (2a) is the least 
likely of the possibilities because the short-run employment effect is 
probably very small??. 


See also the discussion by R. G. D. ALLEN in Mathematical Economics, London 
1956, Ch. 7. In the simplest form of lagged multiplier-accelerator model, an 
accelerator coefficient greater than one would give an explosive income response. 

12. See in particular the findings of LesTER in his well-known empirical study, 
“Shortcomings of Marginal Analysis for Wage-Employment Problems’’, American 
Economic Review, xxxvi (1946), p. 63-82. The finding of interest here is that his 
Southern manufacturers gave very little stress to employment and output reduc- 
tions in response to wage increases, but a great deal more to ‘‘improved methods 
and efficiency”’ and to the installation of labor-saving machinery (see his Table 3). 
The last supports the present writer’s argument that substitution of capital for 
labor will take place in response to higher wages. The first of these findings is 
also noted approvingly by Bronfenbrenner. 
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In addition we may bring the discussion closer to reality by saying 
something about the probable behavior of monetary and fiscal 
authorities when cumulative movements of income and employ- 
ment get under way. The monetary authorities can be expected to 
damp the variations of investment and consumer durable purchases, 
as they observe fluctuations in overall activity. The fiscal mechanism 
compensates employment variations to a large extent automatically, 
reducing the multiplier by damping the variations in disposable 
income, and reducing the investment response by acting similarly 
on business profits. Moreover, conscious fiscal measures are likely 
to be taken when the first two forces do not suffice to prevent cumu- 
lative movements. 

If we accept this optimistic view of monetary and fiscal policies, 
we can treat the two explosive cases as unlikely. This leaves us with 
the damped case (1), for which Keynes’ finding applies: Short-run 
responses of employers are unimportant and we need consider only 
the effects on consumption and on primary investment. And these 
led us to expect a positive relation between wages and employment. 


Qualifications 


We have so far omitted mention of three points which might modify 
the outcome of the previous discussion. These are the change in real- 
value of net assets due to price-level changes; the effect of price-level 
responses on expectations; and the effect of the price level on the 
balance of trade. There may well be some rise in the price level in 
response to higher wages, if less than proportionate. To the extent 
that the purchasing power of net assets of the private sector (mea- 
sured by the sum of government debt and gold and foreign-exchange 
reserves) falls, this would have some downward effect on real 
demand. 

On the other hand, if prices rise, investment will tend to be 
stimulated by the expectation that future prices are more likely to 
rise than to fall. This force tends to compensate the real-balance 
effect, although it is more temporary than the latter. 

Finally, a rise in the price level tends to stimulate imports and 
depress exports. However, if this should take place, it is reasonable 
to assume that the government would take appropriate measures 
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(such as exchange-rate adjustment) to restore the balance of trade 
to its previous equilibrium. 

These three modifications together may on balance dampen some- 
what the stimulus to employment from the wage increase. However, 
it seems unlikely that they would in a real situation reverse the 
previous conclusion. 


Ill. SECULAR WAGE INCREASES 


If the foregoing discussion has correctly shown the wage-employment 
relation, it may be desirable to indicate the role of secular wage 
increases in maintaining the growth of demand over time. If the 
wage rate and labor force remained constant, the profit share of 
national income would grow with advancing technology and a grow- 
ing capital stock. This shift in distribution would cause consumption 
to fall as a share of income, for the reasons given above. The share 
to be taken up by investment would have to increase; but lagging 
consumption and the decline of wages relative to the prices of capital 
goods (wages become a smaller share in the prices of all goods) 
would tend to retard investment. 

A secular rise in wages at the same speed as the growth in potential 
output would act to maintain the relative consumption share; for 
the wages bill would then increase as fast as output and profits. The 
gap to be filled by investment would remain a constant proportion 
of output, and the stimulus to investment from growing output would 
be greater than in the previous case. 

A further question is whether the real-wage rate could be in- 
creased continuously at a speed faster than the growth of output 
(still assuming a constant labor force). In this case the stimulus to 
investment would come from two sides: the growth of output, and 
the substitution of capital for labor with the rise in wages relative 
to capital-goods prices. Is there any reason to expect entrepreneurs 
to demand a constant share of profits in output, or would they 
accept a share which grows absolutely over time but declines rela- 
tively to that of labor? This question can not be answered definitely, 
but there is no particular reason to take a constant percentage mark- 
up of costs as the only possible basis for profit calculations. 
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If the labor force were growing simultaneously with output, a 
wage-rate increase less than proportional to output would be called 
for in order to maintain a constant consumption share. But as long 
as the labor force grows more slowly than output, a secular rise of 
wages would be required in order to maintain the consumption part. 
Whether consumption should take a constant, increasing, or de- 
creasing share of output would depend on a multitude of considera- 
tions; but in general our argument has led to conclusions closer in 
spirit to the underconsumptionist than to the classical view. 


Indiana University, FRANZ GEHRELS 
Bloomington, Indiana (U.S.A.) 


SUMMARY 


Post-Keynesian discussions of the wages—aggregate employment problem have 
generally led to results which were either inconclusive or questionable. Two 
recent examples are the papers of Weintraub and Bronfenbrenner, which ex- 
amined the effects of wage changes on aggregate monetary demand and supply 
and came to conclusions resembling the classical view. Both they and other 
writers had difficulties as a result of considering supply and demand changes in 
money, rather than in real, terms. 

The present paper examines the same question in real terms after showing 
that money wage increases are in fact generally accompanied by real wage rises. 
It shows that a shift of income from stockholders to wage earners can not be 
counted on to raise consumption demand. However, a wage increase will raise 
disposable personal income at the expense of corporate profits, and thus cause 
consumption to increase. 

The response of investment to a wage increase is dealt with under the separate 
headings of manufacturing investment and residential construction. The former 
will be influenced by changes in profit expectations, by the availability of finance, 
and by the strength of the factor-substitution effect. Profit expectations are not 
likely to be affected adversely if a further growth in final demand is anticipated. 
The real value of funds for investment will diminish with reduced profits; but 
this force will affect mainly small firms with limited access to funds, and such 
firms account for only a small part of total investment. The tendency to substitute 
capital for labor will act as a stimulus to investment. Taking these three forces 
together leads the writer to conclude that industrial investment will probably 
increase when wages rise. Finally, housing investment can be expected to react 
to the increase of disposable income in the same way as consumption. 








506 FRANZ GEHRELS 


The short-run response of employers to a rise in their production costs relative 
to expected demand can only have an effect on the direction of employment 
change in an inherently unstable economy. In a system where stability can be 
expected as a result both of government measures and of built-in stabilizers, we 
can therefore neglect short-run reactions as unimportant to the final outcome. 

The consumption and investment effects can then be taken as the sole deter- 
minants of the direction of employment change. These together make a positive 
response of employment to wages seem highly probable. 


ZUSAMMENFASSUNG 


Lohnniveau und Gesamtbeschaftigung. Die Diskussionen des Verhaltnisses zwischen 
Lohnniveau und Gesamtbeschaftigung haben in der nach-keynesschen Epoche 
zu Ergebnissen gefiihrt, die entweder ungewiss oder fragwiirdig sind. Zwei neuere 
Beispiele dafiir sind die Aufsatze von Weintraub und Bronfenbrenner, die die 
Auswirkungen einer Lohnanderung auf die Gesamtnachfrage und das Gesamt- 
angebot, gemessen in Geldeinheiten, untersucht haben und zu ahnlichen Ergeb- 
nissen gekommen sind wie die Klassiker. Diese und andere Autoren sind in gewisse 
Schwierigkeiten geraten, eben weil sie die Angebots- und Nachfrageanderungen 
in monetaren anstatt in realen Einheiten dargelegt haben. 

Dieser Aufsatz formuliert dieselbe Frage in realen Gréssen, nachdem fest- 
gestellt wird, dass Geldlohnerhéhungen in der Tat allgemein zu Reallohn- 
steigerungen fiihren. Es wird ferner gezeigt, dass eine Umverteilung der Ein- 
kommen auf Kosten der Aktienbesitzer und zugunsten der Lohnempfanger wahr- 
scheinlich nicht zu einer erhdhten Konsumnachfrage fiihrt. Aber eine Lohn- 
erhéhung wiirde das verfiigbare persénliche Einkommen auf Kosten der Koérper- 
schaftsgewinne vergréssern und dadurch die Konsumnachfrage vermehren. 

Die Reaktion der Investitionen auf eine Lohnerhéhung wird getrennt unter- 
sucht nach Industrieinvestitionen und Wohnungsbau. Der Umfang der Industrie- 
investitionen wird bestimmt von den Gewinnerwartungen, der Grésse der vor- 
handenen Finanzierungsmittel und von der Starke der Tendenz zur Faktoren- 
substitution. Die Gewinnerwartungen wiirden wahrscheinlich nicht negativ be- 
einflusst, solange eine weitere Zunahme der Endnachfrage erwartet wird. Da- 
gegen wird sich die Menge der realen Investitionsmittel vermindern; aber da- 
durch wiirden hauptsachlich die kleinen Unternehmen, die nur unzulangliche 
Finanzierungsmittel haben, benachteiligt, und diese spielen fiir die Gesamt- 
investition eine unbedeutende Rolle. Die Substitution zwischen Kapital und 
Arbeitskraft wird belebend auf die Investition wirken. Auf Grund dieser ver- 


schiedenen Momente vertritt der Verfasser die Ansicht, dass die Investition wahr- 
scheinlich zunehmen wiirde, wenn die Léhne steigen. Schliesslich ist zu erwarten, 
dass der Wohnungsbau 4hnlich auf die Vergrésserung des verfiigbaren Einkom- 
mens reagiert wie die Konsumnachfrage. 

Die kurzfristige Reaktion der Unternehmer auf die ungiinstige Anderung des 
Verhaltnisses zwischen Produktionskosten und erwarteter Nachfrage kann nur 
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im Falle einer unstabilen Wirtschaft eine Rolle spielen. In einer Volkswirtschaft, 
in der die Stabilitat durch staatliche Massnahmen und durch eingebaute Stabili- 
satoren erhalten bleibt, kann man die kurzfristigen Unternehmerreaktionen als 
unbedeutend fiir das Endergebnis vernachlassigen. 

Die Konsum- und Investitionseffekte kénnen somit als alleinige Bestimmungs- 
faktoren der Richtung der Beschaftigungsanderung betrachtet werden. Mit 
grosser Wahrscheinlichkeit bewirken diese beiden Faktoren zusammen eine posi- 
tive Reaktion der Beschaftigung auf eine Lohnanderung. 


RESUME 


Niveau des salaires et emploi global. Les discussions sur la relation entre le niveau des 
salaires et l’emploi global ont conduit, dans la période post-keynésienne, a des 
résultats qui ont été soit incertains, soit contestables. Deux exemples récents sont 
fournis par les études de Weintraub et de Bronfenbrenner qui ont examiné les 
effets d’une modification des salaires sur la demande et l’offre globale, mesurées en 
unités monétaires, et qui sont arrivés 4 des conclusions semblables a celles des 
classiques. Ces deux auteurs, et d’autres encore, ont éprouvé des difficultés parce 
qu’ils ont considéré les modifications de l’offre et de la demande en unités moné- 
taires et non en grandeurs réelles. 

Le présent article examine la méme question en grandeurs réelles aprés avoir 
montré que les augmentations de salaires, en unités monétaires, sont en fait 
accompagnées généralement de hausses réelles des salaires. Il est ensuite indiqué 
qu’une redistribution des revenus, au détriment des actionnaires et en faveur des 
salariés, ne conduit probablement pas a un accroissement de la demande de 
biens de consommation. Cependant, une ¢lévation des salaires augmentera le 
revenu personnel disponible au détriment des bénéfices des sociétés et, de ce fait, 
accroitra la demande de biens de consommation. 

La réaction des investissements 4 une augmentation de salaires est examinée 
séparément, selon qu’il s’agit d’investissements industriels ou de la construction 
@habitations. Le volume des investissements industriels sera influencé par les 
changements dans les expectations de profits, l’importance des moyens financiers 
disponibles et la plus ou moins forte tendance 4a la substitution des facteurs de 
production. Les expectations de profits ne sont probablement pas influencées 
négativement tant qu’un nouvel accroissement de la demande finale est attendu. 
La valeur réelle des fonds destinés aux investissements diminuera avec des profits 
réduits; mais cela affectera surtout les petites entreprises aux moyens limités et 
celles-ci ne comptent que pour une faible part dans les investissements globaux. 
La tendance a substituer le capital au travail agira comme un stimulant sur les 
investissements. En considérant ces trois forces ensemble, |’auteur est amené a 
conclure que les investissements industriels augmenteront probablement quand 
les salaires s’élévent. Enfin, il faut s’attendre a ce que la construction d’habitations 
réagisse a l’accroissement du revenu disponible de la méme fagon que la demande 
de biens de consommation. 
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La réaction 4 court terme des employeurs 4 une augmentation de leurs cots 
de production par rapport a la demande escomptée ne peut jouer un réle que dans 
le cas d’une économie instable. Dans une économie dans laquelle il y a lieu de 
s’attendre a la stabilité économique du fait 4 la fois de mesures gouvernementales 
et de stabilisateurs établis, on peut par conséquent négliger les réactions 4 court 
terme des entrepreneurs comme insignifiantes pour le résultat final. 

Les effets de la consommation et des investissements peuvent dés lors étre pris 
comme seuls facteurs déterminants de la direction de la modification de l’emploi. 
Il y a de fortes probabilités que ces deux facteurs déterminent ensemble une 
réaction positive de l’emploi a une modification des salaires. 
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THE MEANS OF COMPETITION 
AT VARIOUS STAGES OF PRODUCTION 
AND DISTRIBUTION 


I 


Recently, Erich Schneider stated that Arne Rasmussen has tried to 
break through already opened doors in attempting to remove the 
price theory from its dominating position in the theory of market 
behaviour!. Schneider’s remark is hardly justified in such a radical 
form. True, Rasmussen has had predecessors; but if we compare his 
grasp of the subject with theirs, we notice how, in contrast to them, 
he has become independent of the price theory. For Rasmussen the 
price is really only one of several parameters in marketing policy, 
one means of competition, and in many cases even one that is not 
particularly important when compared, for instance, with quality 
or advertising. Even when compared with the excellent contributions 
of von Stackelberg, Brems and Abbot, Rasmussen’s work shows more 
comprehensive understanding?. 

That Rasmussen is right in asking for the price theory to be en- 
larged into a general theory of marketing behaviour, a parameter 
theory, is confirmed by the results of the majority of the empirical 
investigations undertaken in the field. The same conclusion can be 
drawn from Warneryd’s recently published investigation of the 
marketing policy of Swedish enterprises*. In the greater number of 
the branches investigated by him, the price is obviously of minor 
importance as a means of competition. In three of the six branches, 


1. ErtcH SCHNEIDER, ‘‘Preistheorie oder Parametertheorie’’, Weltwirtschaft- 
liches Archiv, Vol. 76 (1956), No.1, p.2* (“‘ Diese These... ist weder neu noch ist sie 
von der vorhandenen Theorie iibersehen worden’’); ARNE RAsMussEN, Pristeori 
eller parameterteori (Transl. : Price Theory or Parameter Theory), Copenhagen 1955. 

2. HEINRICH VON STACKELBERG, ““Theorie der Betriebspolitik und der Quali- 
tatsvariation’’, Schmollers Jahrbuch, 63 (1939), No.1, p.43; Hans Brems, Product 
Equilibrium under Monopolistic Competition, Cambridge, Mass., 1951; LAWRENCE 
Assort, Quality and Competition, New York 1955. 

3. KARL-ERIK WARNERYD, Motiv och beslut i féretagsledningens marknadspolitik 
(Summary in English: Motives and Decisions in Management’s Marketing Policy), 
Stockholm 1957, p. 352. 
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the managements put the price only in the fourth place as a means 
of competing for the consumer’s favour. In competing for the distri- 
butors, it was considered that prices and discounts played an even 
smaller role. Instead, the entrepreneurs considered quality and style, 
including the packing, as having the greatest significance in the 
struggle for buyers. 

It is difficult to avoid the impression that the economists have been 
tardy in adjusting their market theories. The price has been in- 
variably placed first, other parameters in marketing policy being 
introduced only with greater or smaller reservations. Nevertheless, 
Danish economists have constituted an exception‘. Within the theory 
of market behaviour, they appear to be carrying out a revaluation, 
which has not yet received all the international attention it deserves. 
The conclusions arrived at by business economists indicate that, if 
there is to be any dominant at all, it would be more logical to give 
pride of place to quality in the theory of marketing behaviour and 
competition. The price theory, which has hitherto been dominant, 
is no longer satisfactory when one passes on from older conceptions 
of competition to the conception of active and effective competition 
sponsored by Clark’. 

Nevertheless, despite the soundness of his general approach, there 
is a marked incompleteness and one-sidedness in the work of Ras- 
mussen. This one-sidedness, in which he is far from being alone, 
needs to be corrected in order to produce a more realistic theory of 
marketing behaviour. As is the case with, amongst others, Brems and 
Abbot, Rasmussen is primarily concerned with consumer goods. 
Even the marketing theories advanced by business economists, such 
as W4arneryd, are dominated by consumer goods; but there the one- 
sidedness is not so conspicuous as within the value and marketing 
theory of pure economics. 


4. RASMUSSEN, op. cit., BREMS, op. cit.; idem, Reklame, Kabelyst og Kobeevne (Transl.: 
Advertising, Propensity to Purchase, and Purchasing Power), Copenhagen 1950; 
H. Winp1nG PEDERSEN, Omkostninger og Prispolitik (Transl. : Costs and Price Policy), 
Copenhagen 1949; see also P. NyBozE ANDERSEN, BJARKE Foc, Pout WInpING, 
Nationalokonomi (‘Transl.: Economics) ,Copenhagen 1954, and F. ZEUTHEN, Economic 
Theory and Method, London 1955. 

5. JoHN Maurice Crark, ‘“Toward a Concept of Workable Competition’’, 
American Economic Review, 1940, p.241. 
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The discrepancy between marketing theory in business economics, 
on the one hand, and the theory of international trade in pure eco- 
nomics, on the other, is striking. In marketing theories consumer 
goods dominate and sharp criticism has arisen against the dominance 
of price. In the theory of trade, on the other hand, raw materials 
play the leading part, and no criticism of the relevance of price has 
been put forward. The question of the rate of exchange continues 
to be considered an essential point. 

How one-sided the treatment of marketing policy must be, if 
consumer goods alone are considered, is shown by the example of 
Finland, where the proportion of consumer goods in the total supply 
of goods, the gross production, is only about one-third. To deal with 
competition only from the point of view of consumer goods must lead 
to a marked one-sidedness, unless we can assume that the forms of 
competition in selling all other goods are largely the same as in selling 
consumer goods. But such an assumption would obviously be quite 
unreal. 

Indeed, it is clear that forms of competition vary considerably 
according to the stage reached in the production and distribution 
of the goods. And it is therefore of interest to follow the variations 
in the role of the parameters, the means of competition, arising during 
the manufacture and distribution of the merchandise, from raw 
materials to finished product, from producer to retailer and con- 
sumer. Rasmussen’s parameter theory should be disaggregated and 
expanded to comprise the roles of the various means of competition 
at the various stages. An attempt to sketch such an enlargement of 
the theory of competition is made below. 


II 


I begin with raw materials. They are producer goods bought by entre- 
preneurs who make more or less careful calculations of returns and 
also have a good insight into the quality of the product. The net 
profit of the purchaser of raw materials on production or resale is often 
rather small, so that even a minor change in the price of the materials 
can affect the buyer’s profit to a significant extent. The buyer’s price- 
sensitivity is thus great and accordingly there are good prospects for 
price competition. 
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The possibilities of profitable price competition are also increased 
by the fact that the gross profit from the production of raw materials 
can be very large. The fixed costs, consisting, for example, of the yield 
on the land value and of the return for the owner’s labour, often 
represent a substantial part of the total costs. In the equilibrium 
price-elasticity formula, the elasticity figures necessary for making 
price policy profitable are low because of the gross profit being a large 
part of the price®. When the gross profit, p—c, is large in proportion 
to the price, p, a price policy is advantageous even when the price 
elasticity is near to 1. In this respect, raw-material production usually 
differs from the following stages, with their narrower gross profit 
margins. The field of raw-material production lacks the large vari- 
able cost item which the purchase of raw material and semi-manu- 
factures constitutes at the later stages of production. 

Even if the price cross elasticity is significant, the price elasticity 
of demand in the branch as a whole is generally not great. The 
manufacturer needs his raw material almost irrespective of its price, 
if no very similar substitute is on offer. Cyclical fluctuations in price, 
dependent on the demand for the finished goods and the stock 
situation, are thus great. Despite the keen price competition, the 
variations of raw-material prices in the course of the cycle become 
substantial. This gives prices a mobility which makes price-fixing 
agreements difficult and increases the possibilities of active price 
policy. 

In appraising the role of price, note must also be taken of the 
structure of the market. If the sellers are divided, the part played 
by the price is more prominent, and we then have an adaptation 
of the pure competition type. With production on a large scale, 
which is often the case with oligopoly, we have, instead, to a certain 
degree, an active adaptation of the supply, whereas the price is bound 


6. If the variable costs are presumed to be preportional and not diminishing 
or increasing, the elasticity which makes a price action profitable must be greater 
than the equilibrium elasticity. The formula for the equilibrium elasticity is: 
e = p/p—c. Cf. Joan Rosinson, Economics of Imperfect Competition, London 1933, 
p. 36 and 54; also ZEUTHEN, op. cit., p. 233, ANDERSEN, Foc, WINDING, op. cit., p. 135; 
and RasMussEN, op.cit., p.176 et seq. The term “‘equilibrium elasticity’’ is used 
by Fog in an unpublished paper of May 1957. Joan Robinson’s corresponding 
term is ‘monopoly price’’. Her formula is: = c(e/e—1) from which one can 
derive the formula above. 
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to a great extent through cartels. Both these forms of market are 
common at the raw-material stage. Nevertheless, it may be observed 
that cartel policy is made more difficult by international competition. 

The importance of price competition at the raw-material stage is 
increased by the limited possibilities of using other forms of compe- 
tition. Producers of raw materials cannot do much to influence the 
quality of the goods, which are largely determined by natural con- 
ditions. Quality competition is further limited in that the manu- 
facturers often desire a previously fixed quality of raw material and 
in such cases are not sensitive to minor improvements in quality. 
Because of the standard nature of the goods, and the buyer’s technical 
knowledge, the possibilities of advertising are similarly restricted. 
At the raw-material stage, advertising has little chance of giving 
results, even though the possibilities of promoting sales by directly 
influencing the customers should not be underestimated. Service 
through warranty of delivery and through long contracts may be 
important and useful as a means of competition in some cases. 

Generally, however, price is the most important means of compe- 
tition at the raw-material stage. Within certain limits of quality and 
service, price becomes decisive. 

Semi-manufactures are also producer goods, and their purchasers 
should, in principle, be sensitive to price. But the possibilities of 
actively varying the quality are in many cases greater for semi- 
manufactured goods than where raw materials are concerned. 
Further, the quality of semi-manufactured goods can affect the 
quality of the final products to a greater extent, because of greater 
proximity in the manufacturing process. Competition in terms of 
quality is thus an important factor to be taken into consideration. 
Warneryd’s investigation showed that the Swedish cotton weaving 
mills put quality and design as their first parameters, while price 
came only after sales promotion and range of assortment. 

On the other hand, a large part of the producer’s purchases of 
semi-manufactures demand conformity to specification. In this case, 
quality competition becomes impossible between those suppliers 
capable of fulfilling the specification, and other suppliers are ex- 
cluded. 

In the semi-manufactured goods market oligopoly plays an ex- 
tremely important part. It certainly makes the price less profitable 
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as a weapon in competition, in that competitors can be expected 
to follow suit swiftly in any reduction in price. But, especially in the 
international markets, the possibilities of open price competition are 
good, even though the competition may take the form of price 
adaptation. 

In the semi-manufactured goods market the possibilities ofa profit- 
able price policy are diminished by the shrinkage of the gross profit 
margin. The margin is reduced through the increase in variable 
costs caused by the purchase of the raw materials. If the buyer’s 
sensitivity to price is not very great, the seller not only has to reduce 
his gross profit margin in order to stimulate demand through a lower 
price, but he must also seek to reduce the costs and price of his raw 
materials. Otherwise his profit will diminish. But it may be difficult 
to obtain a reduction of the raw material prices at the same time as 
he reduces his own prices: co-ordination is not easy. 

In the semi-manufactures market sales promotion assumes greater 
importance than it had at the earlier stages. Personal influencing 
and direct advertising are common, but the fact that the buyers are 
entrepreneurs limits the possibilities of profitable advertising. Ma- 
nipulative advertising is not very useful. 

In the field of finished manufactures, the majority of the items are 
consumer goods and this changes the forms of competition in many 
respects from those of the earlier stages of production. The final 
buyers, the consumers, are appreciably less sensitive to small price 
differences. In addition, their possibilities of judging the quality of 
the product are markedly smaller than those of the producer. Their 
purchases, when concerned with products other than everyday 
items, are less regular, and when everyday articles are bought in 
small quantities for the sake of less outlay on each occasion, the 
consumers are more subject to chance impulses than industrial 
buyers. The consumers are therefore more easily influenced by 
manipulative advertising. 

In the sphere of consumer goods, advertising increases greatly in 
significance and becomes an important means of competition. But 
as advertising gains considerably in effect, if it has some positive 
facts to build on, the producers must stake a good deal on quality 
competition, whether it be a question of actual quality or quasi- 
quality. This is also confirmed by Warneryd’s material. In fact, his 








cted 
the 
are 
rice 


ofit- 
ofit 
ible 
er’s 
luce 
wer 
raw 
cult 
€ as 


ater 
‘ing 

are 
Vla- 


are 
any 
nal 
rice 
y of 
1e1r 
day 
t in 
the 
rial 

by 


4 in 
But 
‘ive 
lity 
asi- 


his 


THE MEANS OF COMPETITION 5I5 


figures demonstrate that quality, including modernity and design, 
is the producers’ most prominent means of competing for the custom 
of the consumers, being more important than price and advertising. 

It is considered that, in general, price competition becomes really 
significant at the wholesale stage. Both Salonen in Finland and Win- 
ding Pedersen in Denmark support this view’. Against this back- 
ground Warneryd’s results appear somewhat surprising. The Swedish 
producers stated that they were not using price to any great extent 
in competition for distributors. An exception was, however, found 
in the automobile branch, in which the resale margin played the 
leading role. In the chocolate industry, the resale margin was placed 
third among the industry’s means of competition, but in none of 
these fields did the consumer price play any noteworthy role. 

Now Warneryd’s investigation is not of a kind to throw any special 
light upon the present problem. Nevertheless, it does give a warning 
signal which should be heeded. In principle, one would certainly 
expect wholesalers to make careful price calculations, as their net 
profits are strongly influenced by margin changes. On the other 
hand, one must take into account the degree of price-sensitiveness 
of their customers, the retailers. If the retailers do not use the price 
to any great extent as a parameter, and if the consumers are not 
price-sensitive, then the wholesaler’s interest in price competition is 
naturally rather slight. If the wholesalers follow the full-cost prin- 
ciple, with conventional, fixed percentages of profit, there is even a 
certain advantage in favouring high-price merchandise. 

Much of what applies to the producers’ sales to the wholesalers 
is also true of the wholesalers’ sales to the retail trade. Here again, 
enterprises are the buyers and their profits depend largely upon the 
margins they think they can extract. 

The wholesalers have, of course, opportunities of using price as 
a means of competition in the struggle for retailers, whether they 
do so in the form of a resale discount or in the shape of low wholesale 
prices. According to current reports, these opportunities are ex- 
ploited. There are, however, conditions which make one sceptical 


7. A.M.SALoNEN, Tutkimus taloudellisesta kilpailusta Suomen nykyisessé_yhteiskun- 
taelémdssé (Summary in English: A Study of Competition in Finland’s Social Life Today ), 
Helsinki 1955, p.220. WINDING PEDERSEN, op. cit., p. 166, states that price compe- 
tition in wholesale trade is stronger than in retail trade. 
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of this view. In the first place, price should, by analogy, be a good 
competitive medium for producers also, in their sales to the whole- 
salers; this has already been shown not to be the case. Further, there 
is, at least in the Scandinavian countries, a trend against increased 
concentration within the wholesale trade and towards a firm re- 
lationship between the retailer and the wholesaler*. This would be 
difficult to explain if active price competition does exist, but it is 
readily understandable if the producers dictate prices and do not 
use price as a means of competition. 

That the wholesalers’ margins are small, because the wholesale 
trade functions mainly as agents, also makes a price policy dif- 
ficult. According to Scandinavian investigations, the gross wholesale 
profit in the Scandinavian countries should be between g and Io per 
cent®. According to the formula of equilibrium elasticity, this would 
require a price elasticity of at least 10 in order to make price policy 
worth while if the wholesaler’s purchasing price is unchanged. The 
wholesalers are thus compelled to base their price policy on a fight 
for lower purchasing prices. This is, however, more difficult than 
forcing down their own margins. But, as far as imports are concerned, 
the possibilities of successful purchasing competition are compara- 
tively good by reason of the free choice of sources for purchases. The 
possibility that the great importing wholesalers might implement a 
price policy is consequently not to be neglected. 

Nevertheless, there is reason to presume that another means of 
competition is the most important in the wholesaler’s sales policy, 
namely, range of assortment. If the retailer is to be successful in his 
sales to consumers, the assortment is a very important matter. If the 
wholesaler has a large assortment of goods, the purchasing activity 
of the retailer is greatly facilitated. Warneryd’s investigation shows 
that quality was considered to be the most important parameter in 
cultivating resales, even in those fields in which wholesale channels 


8. SALONEN, op.cit., p.54; Distributionsekonomiska problem (Transl.: Marketing 
Problems), ed. by Kristensson, Stockholm 1953, p.47; R.ARTLE, Svenskt distribu- 
tionsvdsende (English Summary: Swedish Distributive Trade), Stockholm 1952, p. 28, 
76, 158 and 166. 

g. M.Kyaer Hansen, Salgs- og reklameomkostningerne i Norden (Transl.: Sales 
and Advertising Costs in Scandinavia, Summary in English), Copenhagen 1956, 
p.15, 26/27. 





; 
t 
' 
j 
i 
| 


} 


} 








200d 
10le- 
here 
ased 
1 re- 
d be 
it is 
- not 


sale 

dif- 
sale 
) per 
ould 
licy 
The 
ight 
than 
ned, 
ara- 
The 


nta 


is of 
licy, 
1 his 
f the 
vity 
\OWS 
rin 
nels 


eting 


tribu- 
9. 28, 


Sales 
1956, 





THE MEANS OF COMPETITION 517 


are rejected and the producer sells direct to the retailer. But, for the 
wholesale trade, it is just not possible to influence the quality directly 
—with the possible exception of the package. The wholesaler’s para- 
meter is, accordingly, the assortment, its quality and scope. 

As far as market conditions in the retail trade are concerned, the 
empirical material is somewhat more plentiful than was the case at 
the other stages. A large number of investigations into elasticity have 
been carried out in relation to the price-sensitiveness of consumers. 
It is apparent that the price elasticity of demand is really low for 
the majority of foodstuffs, and of other everyday items in the nature 
of necessities!®, Warneryd’s investigation shows that the entrepre- 
neurs themselves consider that the total elasticity even of other 
consumer goods is generally low. Arne Rasmussen’s analysis of the 
retail margins of the Danish provision market also shows that a price 
policy can hardly be profitable if it is pursued with the help of a 
reduction of the marginal percentages. With a gross profit margin 
of 25 per cent, the increase in quantity has to be more than four 
times as great as the price reduction for this to be advantageous, 
should the retailer’s purchasing price, the variable costs, remain 
unchanged. So high an elasticity is hardly usual as far as consumer 
goods with an established market are concerned. 

The entrepreneurs in the retail trade are not, in general, com- 
pelled to reduce their margins in order to stimulate sales. They have 
other means at their disposal, the foremost being assortment, loca- 
tion, advertising and service. The price-sensitivity of the consumers 
is normally relatively small when it is a question of choice of shop, 
even if, where differences are greater and systematic, it can have a 
certain influence. Price competition thus occurs largely between 
various sections of the assortment of the seller, the retailer. And there 
differences in quality and goodwill can often obtain a stronger re- 
action than differences in price, provided these are moderate. 

There is still another class of goods to be dealt with, investment 
goods. In the case of producer goods, the means of production, price- 
sensitivity may be rather significant. The buyers are entrepreneurs 
with the ability to make price calculations. If qualities are similar, 
the price can be decisive. But the profitability of an investment 
depends largely upon the durability of the means of production and 


10. H.Woxp, Demand Analysis, Stockholm 1952, p. 22. 
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their capacity. Quality is thus a decisive factor which cannot be 
neglected. A break in production can be an extremely expensive 
business, and if the investment does not lead to the production of 
merchandise of a sufficiently high quality to be sold, the whole of 
the investment will prove a failure. The quality-sensitivity of the 
buyers is thus strong, and can only be surmounted by big differences 
of price, unless a high degree of goodwill can be developed—a form, 
so to speak, of quasi-quality. 

The position of consumer capital goods is something apart. The ability 
of the purchasers to judge the quality through other circumstances 
than price is often very limited. Advertising is thus a profitable and 
much used meansof competition. High prices may even be regarded as 
advantageous in giving the appearance of high quality. Nevertheless, 
the consumer capital goods market is not infrequently characterised 
by a very active price policy. As the income elasticity of consumer 
capital goods is considerable, growing national income gives rise to 
a potential corps of buyers, who can be activated by means of radical 
price reductions. Large price reductions may make the price elasticity 
of demand appear to be very great. The goods come down into a 
new price class and a substantial demand may then arise in new 
strata of the community. Technical developments in the field of 
consumer capital goods also provide, in many cases, good grounds 
for radical and profitable price reductions in conjunction with new 
and cheaper constructions or methods of production. In these in- 
stances, price elasticity as usually understood, with an indefinitely 
small change of price as its point of departure, is irrelevant and 
divorced from reality. There are good opportunities here for a price 
policy, provided it works with large and sensational price reductions. 


III 


To summarise, it can be stated that the different methods of compe- 
tition play greatly varying roles at different stages of production and 
distribution. At the raw-material stage, and also to some extent at 
the semi-manufacture level, price competition plays a dominating 
role. At these stages, there are difficulties in utilising means of compe- 
tition other than the price. Certain other possibilities do, however, 
exist, particularly with regard to fairly large alterations and inno- 
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vations. In the succeeding stages, quality takes over the leading 
position. With the sales of final products assortment, advertising and 
location also appear as important means of competition. 

A realistic theory of market behaviour must involve a disaggre- 
gation of the whole. The aggregate must not be judged as arising 
from only a part of the whole, i.e. from price competition in the 
sphere of consumer goods, as has previously been the case. 

With respect to the possibilities for price to play a role as a means 
of competition, it may be pointed out that this possibility becomes 
smaller with the decrease in the gross profit margin. The possibility 
also becomes smaller, the more stages there are preceding it in the 
chain of production and distribution, and the smaller the margins 
in these earlier stages. It is difficult for a distributor to exert influence 
from link to link backwards in the chain, quickly enough to be able 
to ensure that a price squeeze on all channels synchronises with his 
own action. If he is not successful in achieving this coordination, the 
price reduction will be too much of a burden on his own or the 
preceding channel. The price policy in such a case will not be pro- 
fitable, at least in the short run. Accordingly, there is reason to expect 
a declining role for price policy the further one comes from the 
raw-material stage. 

But, of course, in appraising the role of a means of competition, 
one should remember that entrepreneurs seldom work with only one 
parameter, but in fact combine several. Routine marketing policy, 
if one can here use the term “policy’’, is based in the main on the 
adaptation of the price to a given cost, combined with a given 
quality. However, one does find a more active quality policy arising 
from the adaptation of the quality to a given price. Although the 
price is the point of departure for this policy, it is the quality which 
is the variable in this case. In addition, the advertising is often 
adapted to the price and the location. The most advantageous com- 
bination of parameters, however, varies at different stages. In the 
field of parameter combinations, economic theory has much to work 
ahead of it in continuing the impulses which have been given by, 
amongst others, Brems and Rasmussen. 

One can now ask if the so-called “decline” in price competition’ 
leads to a point at which the final products will be given very high 

11. Cf. A.Burns, The Decline of Competition, New York 1936. 
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prices, and will make monopoly profits for the producers in the later 
stages of production and in trade. If one starts from the full-cost 
principle and assumes that the producers and distributors keep 
strictly to their own cost calculations, and have their fixed profit 
percentages, the prices at the raw-material stage will also influence 
the prices of finished products. The greater the share of the stages 
dominated by price competition in the total cost of the goods, the 
greater will be the influence of the price competition of the earlier 
stages on the final retail prices. The more strictly the entrepreneurs 
follow their own cost calculations, the greater their influence will be 
on the final retail prices. 

Opinions on the real significance of the full-cost principle vary. 
But that cost calculations do in reality play a significant role and 
that the fixed margin method is common in trade is fairly obvious. 
This must then lead to the assumption that price competition at the 
primary stages has a greater significance than one would have be- 
lieved, taking into account the information on the slight extent to 
which price is used as a means of competition in the later stages. 
The indirect price competition via raw materials must then conduce 
to price reduction. It outweighs, at least to a certain extent, the cost- 
and price-raising effect of competition by quality and advertising. 

The greater the weight one allots to the full-cost principle, the 
more important it is, in analysing competition and market behaviour, 
to separate the various stages of production and distribution!*. In 
those stages in which price competition dominates, a downward price 
pressure makes its appearence and is passed on. In the stages, on the 
contrary, where price competition has been replaced by other forms 
of competition, the price squeeze is not intensified, but is counter- 
balanced, at least in part, by an upward cost pressure, arising from 
the use of other means of competition which involve additional costs. 


Yhteiskunnallinen Korkeakoulu Goésta MickwIiTz 
(School of Social Science ), 
Helsinki (Finland) 


12. Cf. R. HEFLEBOWER, ““Toward a Theory of Industrial Markets and Prices’’, 
American Economic Review, (Papers and Proceedings), May 1954, p.129, and 
R.Ruactes, ““The Value of the Value Theory’’, ibid., p. 147 et seq. 
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SUMMARY 


The market theory dominant right up to recent times has been limited in its 
application not only in that it is concerned solely with price as a means of compe- 
tition and omits the other parameters from the analysis; it has been an incomplete 
theory also because, in the main, it applies merely to consumer goods. 

An analysis of the forms of competition at different stages of production and 
distribution shows that their importance varies at the different stages. The 
analysis also confirms that the choice of consumer goods as the object of price 
theory is illogical. In actual fact price plays a subordinate role in the sale of 
finished products to consumers. The influence of price is greatest at the raw- 
material stage. In finished commodities quality, advertising and other means of 
competition are usually of greater significance, as has long been pointed out in 
marketing theory. 

The breakdown of production and distribution into successive stages contri- 
butes to reducing the importance of price as a means of competition. The price 
elasticity of demand must be very high for a price cut to be worth while if the 
price margin is narrow. If the elasticity is not high, the price reduction will not be 
worth while unless the seller is able to reduce his costs also. But the greater the 
number of stages ‘“‘behind’’ the seller the more difficult will he find it to affect the 
prices of the earlier stages in order to reduce his costs. Hence it cannot be expected 
that price policy will play a dominant role at the retail level. 

However, if it is assumed that full-cost pricing is the habitual policy at the 
later stages, price competition at the earlier stages will nevertheless affect the 
consumer prices. A pronounced drop in raw-material prices will reduce pro- 
duction costs and thereby lower the final prices if the margins are fixed. Price 
competition may thus be of significance even though its direct role at the later 
stages is not a dominant one. 


ZUSAMMENFASSUNG 


Die Wettbewerbsformen auf den verschiedenen Stufen der Produktion und der Verteilung. Die 
bis in die jiingste Zeit dominierende Markttheorie war in ihrer Anwendung nicht 
nur dadurch beschrankt, dass sie nur den Preis als Mittel der Konkurrenz beriick- 
sichtigt und andere Parameter von der Analyse ausschliesst; es handelt sich auch 
deshalb um eine unvollstandige Theorie, weil sie sich zur Hauptsache nur auf 
Konsumgiiter bezieht. 

Eine Analyse der Wettbewerbsformen auf den verschiedenen Stufen der Pro- 
duktion und der Verteilung zeigt, dass deren Bedeutung auf den einzelnen Stufen 
verschieden ist. Die Analyse bestatigt ferner, dass die Konzentration auf die Kon- 
sumgiiter als Gegenstand der Preistheorie unlogisch ist. Denn tatsachlich spielt 
der Preis beim Verkauf von Verbrauchsgiitern eine untergeordnete Rolle. Sein 
Einfluss ist am gréssten auf der Ebene der Rohstoffe. Bei Konsumgiitern hingegen 
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sind in der Regel Qualitat, Reklame und andere Konkurrenzmittel von grésserer 
Bedeutung — wie die betriebswirtschaftliche Absatztheorie seit langem hervorhebt. 

Die Aufgliederung von Produktion und Verteilung in die einzelnen Stufen des 
Erzeugungsprozesses tragt dazu bei, die Bedeutung des Preises als Konkurrenz- 
mittel zu vermindern. Die Preiselastizitat der Nachfrage muss bei kleiner Gewinn- 
spanne sehr gross sein, damit eine Preisreduktion lohnt. Ist die Preiselastizitat 
gering, so lohnt die Preisreduktion so lange nicht, als der Anbieter nicht in der 
Lage ist, seine Kosten ebenfalls zu senken. Aber je grésser die Zahl der Erzeugungs- 
stufen ist, die dem Verkaufer vorgelagert sind, desto schwieriger wird es fiir ihn 
sein, liber die Beeinflussung der Preise der friiheren Stufen seine Kosten zu senken. 
Infolgedessen kann nicht erwartet werden, dass die Preispolitik im Detailhandel 
eine dominierende Rolle spielt. 

Wenn man indessen annimmt, dass auf den letzten Stufen des Erzeugungs- 
prozesses die Festlegung der Preise nach dem Vollkostenprinzip das iibliche Ver- 
fahren ist, so wird die Preiskonkurrenz auf den friiheren Stufen gleichwohl die 
Konsumgiiterpreise beeinflussen. Denn bei einem ausgepragten Riickgang der 
Rohstoffpreise vermindern sich die Produktionskosten und dadurch auch die 
Preise der Endprodukte, wenn die Gewinnspannen fixiert sind. Obschon die 
Preiskonkurrenz auf den spateren Stufen keine dominierende Rolle spielt, kann 
sie somit gleichwohl indirekt von Bedeutung sein. 


RESUME 


Les moyens de concurrence aux différents stades de la production et de la distribution. La 
théorie du marché dominante jusqu’a ces derniers temps n’a pas seulement été 
limitée en ceci qu’elle ne considérait que le prix comme moyen de concurrence et 
qu’elle excluait de l’analyse les autres « paramétres»; elle a aussi été une théorie 
incomplete parce qu’en général elle ne s’appliquait qu’aux biens de consommation. 

Une analyse des formes de la concurrence aux différentes étapes de la produc- 
tion et de la distribution montre que leur importance varie 4 chaque stade. 
L’analyse se confirme en outre que le choix des biens de consommation comme 
objet central de la théorie des prix est illogique, car en fait le prix ne joue qu’un 
role secondaire dans la vente de biens de consommation. L’influence du prix est 
plus grande au stade des matiéres premiéres. Pour les biens de consommation, par 
contre, la qualité, la réclame et d’autres procédés de la concurrence ont en général 
une plus grande importance, ainsi que la théorie de la vente industrielle |’a sou- 
ligné depuis longtemps. 

La division de la production et de la distribution en étapes successives contribue 
a réduire importance du prix comme moyen de concurrence. L’élasticité de la 
demande quant aux prix doit étre trés grande, lorsque la marge de bénéfice est 
petite, pour qu’une réduction vaille la peine. Si l’élasticité est faible, la réduction 
de prix ne vaudra pas la peine, 4 moins que le vendeur ne soit en mesure d’abaisser 
également ses frais de production. Mais plus le nombre des stades de production 
est élevé, jusqu’a ce que le produit parvienne au vendeur, plus celui-ci aura de 


sserer 
hebt. 
n des 
renz- 
vinn- 
izitat 
n der 
ungs- 
r ihn 
nken. 
andel 


ungs- 
Ver- 
il die 
x der 
h die 
n die 
kann 


n. La 
it été 
ice et 
éorie 
ition. 
yduc- 
tade. 
mme 
yu’un 
ix est 
1, par 
néral 


| SOu- 


ribue 
de la 
ce est 
ction 
aisser 
ction 
ra de 


THE MEANS OF COMPETITION 523 


difficultés 4 influencer les prix des premiers échelons pour abaisser ses couts de 
revient. Par conséquent, on ne peut s’attendre a ce que la politique des prix joue 
un réle prépondérant dans le commerce de détail. 

Cependant, si l’on admet qu’aux derniers stades du processus de production, 
la fixation des prix selon le principe des coiats pleins est la politique habituelle, la 
concurrence des prix aux premiers degrés affectera néanmoins les prix a la con- 
sommation. Car un recul prononcé des prix des matiéres premiéres réduira les 
couts de production et, partant, aussi les prix des produits finis, si les marges béné- 
ficiaires sont fixées. Ainsi, bien que la concurrence des prix ne joue pas directement 
un rdle prépondérant aux derniers stades de production, elle peut cependant 
revétir de l’importance. 











THE ELIMINATION OF WAR— 
PRINCETON’S NEW APPROACH! 


I 


There are books to which it may be possible to do sufficient justice in a sentence 
of admiration or dispraise. This one is in its topic too important, in its authorship 
too substantial, in its provenance too austere, and in its quality too uneven, for 
that. It commands a careful reading. Its theme is ‘“‘an old problem’’, the elimina- 
tion of war. Not the problem, be it noted, of Nato—of defence, that is, against 
outside attack. Its concern on the contrary is with what happens within—within, 
in this case, a rather arbitrary area, comprising countries, 19 in all, alike in being 
washed by the waters of the North Atlantic and the North Sea. 

The idea is not altogether novel. Over large areas, the elimination of war has 
already occurred. Such areas the authors designate “‘security-communities’’, and 
the process of their establishment “‘integration’’. 

The book is an interim report on a two-year collective study, conducted at 
the Princeton Centre for Research on World Political Institutions. It is to the 
framing of a “‘strategy of integration’’ for the North Atlantic area that it seeks 
to contribute. How, and in what conditions, did certain groups permanently stop 
warring in the past? How might the resulting state of things be extended over 
larger and larger areas of the globe? 

When, then, can it be said of an area that within it war has been eliminated? 
Enough, the authors here consider, if war have become so unlikely that leaders 
are neither preparing for it nor taking its possibility into account. What is par 
excellence the type of such a state of affairs? It is the condition obtaining within the 
single sovereign state. War (civil in this instance) is here in principle ruled out. 
Another such situation is where sovereign states are so mutually disposed as are 
Canada and the u.s.a. Here too, war (in this case international) is seen as out 
of the question. 

Even were this its only merit, the book could be applauded for its advertising 
of a fact—that it is not by a merging of their sovereignties only that countries have 
ceased to be a danger to each other. Almost one is led to conclude: Where, for 
the avoidance of war, amalgamation (e.g. integration-by-federation) is desirable, 
amalgamation is in practice an impossibility; where it is not an impossibility, it 
is not needed for the avoidance of war. 

With federation sought for other reasons the authors are not concerned. 
Promoters of integration merely as such might as well, they feel, be indifferent 
as to which form the desired integration shall be given. On their rather curious 
reading of the evidence, history even suggests a superior viability in the pluralistic 

1. A Comment on Political Community and the North Atlantic Area. International Organization in the 
Light of Historical Experience. Collaborators: K. W. Deutsch, S. A. Burrell, R. A. Kann, M. Lee Jr., 


M. Lichterman, R. E. Lindgren, F. L. Loewenheim, R. W. van Wagenen. Princeton, N.J., 1957. Prince- 
ton University Press. 229 p. $4.75. 
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form, and a greater effectiveness in the exclusion of war. Why, then, demand a 
surgical operation, if a diet, say, of better communications will effect a cure? 
And this, they evidently feel, is a fortunate conclusion, since their patient area 
shows so little present sign of a willingness to submit to the knife. 

They do not however overelaborate their convenient point. It may of course 
be that many friendships between independent countries have been longer-lasting 
than many federations. But what does not strictly follow—though the authors 
apparently think it should—is that, had they stayed independent, the component 
units of their shortlived federations would presumably have avoided warring with 
one another for just as long as any other pair of states. Conceivably they might: 
but about this there surely can have been no “‘must’’. What breaks a federation 
is the development within it of tensions too strong for constitutionality to control. 
What breaks an international friendship is likewise a situation of strain. But the 
strains in the respective instances are of different kinds, occurring in different 
contexts (domestic in the one, diplomatic in the other), and breakdown in the 
one kind of case teaches little as to viability in the other. The authors’ phrasing 
in this matter seems calculated rather to confuse than to illuminate anyone not 
initially clear on the radical difference between the two planes of social co- 
existence. 

However, it is specifically of pluralistic integration that, for North Atlantic 
purposes, the authors invite us to think. And their strategy for such integration 
is to be grounded on the lessons of the past. 


II 


An analogy may here suggest itself with the method of men’s struggle against 
death-on-the-roads. Much as members of a borough council, out to ban accidents 
in their locality, may seek knowledge of the conditions in which the name of 
safety-areas has been earned by other towns, so do these authors, for application 
to their chosen area of the North Atlantic, begin by seeking certain particulars 
on security-communities of the past—to give them their formula for the creation 
of further such communities in the future. 

Of one point of unreal difficulty it should be easy to dispose. The occasions 
for war, some may argue, are so manifold that no amount of foresight can cover 
them all. But accidents too may happen in a host of ways. Neither for wars nor 
for accidents do we require any generalised explanation. What in effect we ask 
is not, How death-on-the-roads? but, In what conditions fewest deaths? Where 
the sages were formerly wont to ask, Why war?, these authors, more pertinently, 
ask, In what conditions has war become unthinkable? And then—by what 
process? But are they equally pertinent here? 

It is no doubt a premise of the social sciences that their subject-matter, while 
differing from the world of physics, is perhaps not so different as it seems. In the 
material cosmos men are accustomed to the detection of verifiable process. From 
the acorn to the tree. From the caterpillar to the butterfly. From the button- 
pressing to the mushroom cloud. And so, some historians have thought to find 
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patterns of development in the past. How does feudalism give place to capitalism, 
and that in turn to what comes next? How do civilisations arise and thrive, decline 
and die? Such questions have at least been posed, and answers offered. So the 
question, How do security-communities come about? is something one at least 
may ask. 

If political fusion were known, like its nuclear cousin, to be the pre-determined 
end-result of a specifiable process, then the listing of the conditions for its coming 
would have palpable point. But is this in fact known, even with respect to what 
is here called amalgamation? The authors appear to accept this as given. Never 
do they seem seriously to have asked themselves whether the notion of a process 
was more in the first place than a heuristic tool; and whether, after testing, it 
might not have itself to be discarded as inappropriate to the matter in hand. 

Yet surely, even in the familiar case of human courtship, it is always this 
particular boy (not boy-of-this-type) that meets this particular girl (not girl-of- 
this-type)—and in these particular conditions. How countries agree in effect to 
bury the past, and accept and respect each others’ existence and needs, is not 
to be accounted for simply as one more example of something repeatedly seen. 

If courtship could be assumed to follow a fixed pattern, the preparation of a 
handbook for the match-maker might be hopefully essayed. As it is, match- 
making remains a delicate and uncertain enterprise. Is the ‘‘process’? by which 
independent communities come to have with one another the ‘‘we-feeling”’ 
necessarily more adherent to a single pattern than that of becoming engaged? 
Less so, surely, rather than more. By all means let uniformities be looked for, 
but let there be no amazement if they are not found. 

Incidentally it is not in essence so strictly a process, as a procedure, that the 
authors seem rather to have in mind. Their question is not so much, What are 
the stages by which this thing develops? as, What are the steps by which it is 
brought about? In what conditions? Yes: but what, in such conditions, did men 
do? In short, it is for a programme, a plan of campaign, a strategy of integration, 
that they seek. 

Which men? In which positions ? What gives this question point is the difference 
between a traffic which is indeed ‘“‘controlled’’ and a world-political process 
which after all is not. Who in the case of the postulated integrationist “‘strategy”’ 
is to be deemed the commander-in-chief? And whom has he to face as his op- 
ponent? 

The point is more important than the authors—-since they so largely ignore it— 
may possibly have noticed. And more embarrassing, since, as they certainly 
appreciate, there is for the integration of their North Atlantic area neither a big 
popular movement nor a plank in the programme of the authorised decision- 
makers in any of the prospective member states. Promoters of integration do— 
it is assumed—exist, but in so far as they are the leaders of merely non-official 
movements, not ministers of propaganda or of foreign affairs, the strategies within 
their competence may have little immediate impact on the course of events. 

It would for instance be easier to conceive of the giving of “‘specific promises 
to respect the independence and sovereignty of the political units concerned”’ 
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(p. 187) if such giving were to be done by decision-makers, who have, as distinct 
from the mere movement-leaders, who have not, as a rule, some footing for the 
making of promises to the peoples of other states, or even their own. 


III 


To some proponents of federation in particular this book should bring useful 
light—since, besides exposing the error of divers popular beliefs, it provides 
some firm, if unsensational, findings on when and how the achievement of their 
objective may hopefully be tried. Useful too is the stress here on flexibility 
and boldness in the development of new solutions. For the most obvious next 
step is not always the most opportune. ‘Imaginative experimentation with 
hybrid political institutions’’: that is what they recommend—provided presumably 
again that some at least of the decision-makers are found in the integrationist 
camp. 

‘More responsiveness”’ the authors ask for—to the needs and the “‘messages”’ 
of other countries—on the part of governments, élites and electorates. The illus- 
tration they offer is apt and revealing. Let France’s fellow-Atlantics take to sup- 
porting her on the colonialism issue at the United Nations. So would they manifest 
their improved ‘“‘ability’’ to respond. 

They mention too as a further desideratum more “‘skill’? in making compro- 
mises at home with opposing political groups. But are we to allow that the making 
of political compromises is indeed a matter essentially of skill rather than of will? 
Given the will, the skill to compromise should seldom be wanting. There may 
however be ground enough for the absence of a will. 

Likewise seemingly a little simple are the “‘findings’’ they so soberly report 
on how objectors to past amalgamations have been compensated, or won over; 
how younger men tend in time to get more influence in affairs; and how in their 
attitudes they may differ from the old. 

The problem, it would seem, is not that of arriving at any confident generali- 
sations at all. Rather it is that of carrying the business beyond the level of what 
the book itself somewhere describes as ‘‘documenting the obvious’’. 

One rather pivotal finding, on the other hand, the authors make little attempt 
to document. Given that the Atlantic area is not expected to amalgamate, we 
are offered surprisingly little on the way in which a distinctively pluralistic inte- 
gration may come about. For a single historical example of how to such a plurality 
of states as those of the North Atlantic the aspect of a security-community may 
be given, one looks here in vain. Instead, what is understood as resulting from a 
study of one sort of integration is permitted rather casually to do duty also partly 
for the other. The process whereby sovereignties are merged, and that whereby 
between independent sovereignties war becomes to all intents unthinkable—these 
two processes, having been given a single name, integration, are treated here as 
possessing, in effect, a single nature. Tell us, the authors seem to say, how England 
and Scotland became united and we should then understand how Canada and 
the u.s.A. stopped seeing one another as foes, and how, therefore, France and 
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Germany, not to mention the v.s.A. and the vu.s.s.R., might likewise in their turn 
come so to do. 

Again and similarly, they seem rather to suppose that, since it is around 
*‘strong core areas’’ that amalgamated security-communities have, they find, 
typically tended to form, so it is through the one-by-one accretion of further 
member countries that a pluralistic community composed originally of Canada 
and the u.s.A. might presumably be expected by-and-by to include many, or all, 
of the seventeen other states named in their North Atlantic list. A puzzling 
inference, surely. 

The field of study is one in which metaphor may be a hindrance as much as 
a help. Is there in reality a “‘process’’ of integration at all? Does one usefully 
speak of ‘‘pathways”’ thereto? Is war something one may hope to “‘eliminate’’, 
cr is it not rather that conditions may perhaps be brought about in which wars 
are unlikely to occur? Is there, awaiting discovery, a solution to the contemporary 
problem of integration; and, to that solution, may one expect to find ‘‘clues’’. 
Does one fruitfully borrow from the economists the notion of ‘“‘take-off’’ or—is it 
from the Freudians?—that of “‘the threshold’’? Such metaphors may all have 
their value; but they want to be used with circumspection. 

A greater precision in the use of verbal symbols might also have improved the 
discussion here of that sense, of community, which is seen as a requirement for 
integration in whichever form. For this evidently important factor is described 
in no too consistent a manner. Now it is one belief; now another; next a feeling; 
and finally a matter of ‘‘dynamic process’’. The reader may see well enough what 
the authors are after, but may doubt if they have put it very well. And, in any 
case, he may wonder, why call it a sense of ‘““community”’ at all? Is this only because 
it is to a security-“‘community”’ that this element is considered essential? If so, 
the ambiguity in a word may have led men astray. What indeed would common 
sense suggest as requisite in this connection? Surely not merely a we-feeling. Is it 
not rather the absence of a sense of insecurity, determined by peoples’ ways of 
conceiving one another, and the future which they are destined to share? Surely 
it is for a sense rather of security than of community that in a security-community 
one should look. ‘‘Concrete steps’’ to increase the sense of community might be 
of little avail if concrete sources of a sense of insecurity were left unattended to. 


IV 


There are those in academic circles whose views on the nature of history and of 
sociology would require a rejection of the main methodological assumptions of 
this book. In economic studies, and the like, analysis may have plenty of place. 
In an exercise so distinctively historical as the deriving of broad lessons from an 
imaginative self-immersion in the recreated experiences of the past—less, if any 
at all. “‘Much may be gained’, the authors maintain, ‘“‘by using analytical 
concepts to guide our historical inquiry...”’ (p. 14), and their book stands as 
in some sense an advertisement for their view. For all their punctilious concessions 
to a reputable scepticism, it is pretty plain that to themselves at least they are 
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pioneers of a development which may presently be accepted as vital in the progress 
of their science. 

By all means, one feels, let them apply to their “‘cases’’ their latest of analytical 
tools—if only those tools be sharp. Otherwise, by their uncertain performance, 
they may discredit their reliance on analytical tools as such. Where others have 
so notoriously overdone it in the use of categories more congenial to their outlook 
than to their subject-matter, they should at all costs keep the balance, in their 
historical sociology, between the nomothetic and the ideographic orientations of 
the inquiring mind. If only international politics were more like chemistry, or 
even callisthenics, and less like croquet played with hedgehogs and flamingoes, 
predictabilities in the social process at the international level might be more 
readily detectable, and collectable, than they are. 

True, these authors would say. And yet they have their answer, and a good 
one too. The basis for men’s resting of their policies for the morrow on their 
generalising interpretations of the past is not at all that they have mistaken the 
social cosmos for a kingdom of necessity—where everything that happens is de- 
termined by discoverable ‘‘social laws’. The fact merely is that, debatable though 
the practice may be, it is what in their personal responses to the challenge of their 
private predicament men are doing every day. Analogies are, it is true, suggestive 
not conclusive. But since for the most part they are about all that anyone has to 
live by, it would be “‘prodigal’’ to reject them out of hand. 

Use has already been made in this review, and without a blush, of a crude 
analogy—that between traffic control and the avoidance of war. But the analogy 
soon breaks down. For, whereas in the case of traffic troubles, it is in the normal 
course of affairs that danger is endemic, in diplomacy it is rather in the occasional 
situations that the perils inhere. And these situations are each distinct. It is by 
an individualising judgment, not by the use of a formula, that in such situations 
events may—fortune willing—be switched away from war. There is little in this 
book on the handling, internationally, of particular pressures for change. Is it 
that, given the we-feeling, such pressures need supposedly not be foreseen? 


Vv 


The existence of a security-community is not a means, but only, after all, a witness, 
to the so-called elimination of war. It is not by playing on the peoples’ minds, 
but by dealing with the facts on which the peoples’ minds are playing, that a 
mood of mutual acceptance is to be ensured. Proposing to eliminate war by 
establishing a security-community would be like thinking to lessen the rainfall 
by multiplying the hours of sun. 

Two men, yesterday friends, but enamoured today of the selfsame lady, are 
rivals now in spite of themselves. Their conflict-situation is no mere matter of 
mutual distaste. Its basis is an incompatibility of objectives on which neither party 
feels able to give ground. 

Analogies, as the authors insist, are at best suggestive. Yet they themselves 
do rather perceptibly lean upon the idea that to have noted in what conditions 
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a thing has happened in the past should be to know, more or less, how to have 
it happen again in the future. This assumes, however, that no important question 
regarding the past occasions has not been asked; that no crucial condition—either 
positive or negative—has gone unnoticed. In a manual on the building of houses 
of cards, all the constructional stages might be exactly described: yet what if it 
were silent on the absence of a breeze? 

Even in their proposed programme of further research there is nothing on 
concrete issues, obstacles to that North Atlantic integration which is the end in 
view. Though Britain and Ireland are instanced as possible parts of a sub-area, 
within the North Atlantic area, which is relatively ripe for early integration—in 
advance of the area as a whole—there is nothing about the Boundary. Is it really 
by improving the communications between North and South that the wound 
of “‘partition’”’ will be healed? Could Germany so be led to forget the Oder- 
Neisse line? 

**The record’’, declare the authors, “‘of what happened in history is richer 
and deeper than any single scheme of deduction or analysis, and we would ignore 
it at our peril’ (p. 11). So they are to eschew a purely ‘analytical or deductive 
approach’’. The question is—Do they, enough? 

The product of so high-powered a working-party, the book has many points 
of value. But on international tensions and their treatment it will scarcely tell 
the tough old historians very much. One might almost suppose that the authors 
were not interested in relations of tension between states, but only in relations of 
trust. As if doctors were only interested in health. 


VI 


But this, after all, is only their interim report. No criticism of its essential method 
could well be more deflationary than that implied in their own prefiguring of 
what they next propose to do. There are, they say, “‘gaps’’ in their knowledge. 
And of these the first they mention relates to the “current images’’ concerning 
Atlantic unity “held in peoples’ minds’’. This, on page 196, is their only use of 
this expression. As a motif in the composition of the book, it comes in thus be- 
latedly as something dramatically new. At what stage, one wonders, did these 
investigators first come to conceive their problem in terms of “‘current images” 
held in peoples’ minds? 

The study on which they are here reporting is described as “‘interdisciplinary”’. 
What that, in this case, is shown to mean is that both historians and political 
scientists have had a hand in the undertaking. But why, one is compelled to ask, 
these only? How about the philosophers, with their closely-reasoned caution in 
the uses of language; or the social-psychologists (““psychology’’, as a word, occurs 
neither in the index nor in the text); or the seasoned practitioners, whose life- 
times in diplomacy may have left them with a “‘feel’’ for what cannot and can 
come about in the dealings of states? How, if one may but dare to suggest it, 
about those, the academic students of international relations, whose readings and 
reflections on the character of the social cosmos should have furnished them, even 
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in default of official experience, with the fundamentals of a specialised awareness 
of what the world, of world politics, is like? 

Reinforced by the participation of some of these, the thinking here reported 
might, one suspects, have been more realistic, more rigorous, and more to the point. 

To all but the veriest beginners (from whom it should remain out of reach) 
the book may even so be a boon, for it gives them at least a challenging new 
perspective from which to re-value their own positions on points of prime and 
perennial concern. 


London School of Economics and C. A. W. MANNING 
Political Science 


SUMMARY 


In what ‘“‘conditions’’, by what “‘process’’, and aided by what “‘integrationist 
strategy’’, might the 19 North Atlantic countries come collectively to constitute a 
“security-community’’—an area, that is, as between whose parts the possibility 
of war is in political calculations excluded? The interim report of an ‘“‘inter- 
disciplinary’’ syndicate, the book is appreciated with respect as well to the metho- 
dological premises as to the logical cogency, the semantic rigour and the socio- 
logical sensibility with which the author’s task has so far been performed. With 
their acceptance, in scientific principle, of analogies drawn from historical case- 
studies—as pointers, suggestive but not conclusive, to what may apply to a 
current problem—the reviewer has no quarrel. Nor does he deprecate the use, if 
it be with skill and insight, of analytical concepts as tools in the interrogation of 
man’s experiences in the past. But whether the problem of war’s “‘elimination”’ 
has here been aptly conceptualised, whether the ideographic, not to say the 
eiconic, perspectives have been emphasised enough, whether the differences 
between what is open to properly empowered decision-makers and to leaders 
merely of movements respectively, and between the domestic and diplomatic 
levels of social co-existence, have not been underplayed, and whether the emo- 
tional component crucial in the case considered has been correctly designated—on 
these points at least his reservations appear. In conclusion, and as possibly ac- 
countable for something, he notes the apparent absence in this inquiry of the 
philosophers, the diplomats, the social-psychologists, and particularly of those 
“‘the academic students of international relations, whose readings and reflections 
on the character of the social cosmos should have furnished them, even in default 
of official experience, with the fundamentals of a specialised awareness of what the 
world, of world politics, is like’’. 


ZUSAMMENFASSUNG 


Die Ausschaltung des Krieges — Princeton’s neue Methode zur Problemlésung. Unter 
welchen «Bedingungen», durch welchen «Prozess» und mit Hilfe welcher 
«Integrationsstrategie» kénnten die 19 nordatlantischen Staaten zu einer Ge- 
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meinschaft werden, in der weder gegenseitige Furcht noch Argwohn bestehen — zu 
einem Gebiet, in welchem die Méglichkeit eines Krieges zwischen den einzelnen 
Teilen nicht in das politische Kalkiil einbezogen wird? Das Buch, ein Interims- 
bericht einer Arbeitsgruppe, der Vertreter verschiedener Disziplinen angehéren, 
wird gewiirdigt sowohl unter dem Blickpunkt der methodologischen Pramissen 
wie der logischen Zwangslaufigkeit, der semantischen Genauigkeit wie der sozio- 
logischen Sensibilitat, mit welcher die Verfasser ihre Aufgabe bisher gelést haben. 
Mit ihrer Akzeptierung historischer Analogien als einem wissenschaftlichen 
Prinzip, um mégliche (aber nicht schliissige) Hinweise dariiber zu erhalten, was 
auf ein heutiges Problem anwendbar ist, geht der Rezensent einig. Noch wendet 
er sich gegen den Gebrauch analytischer Begriffe als Mittel, um Fragen an die 
historische Erfahrung zu stellen, sofern dies mit Geschick und Einsicht geschieht. 
Aber ob hier das Problem der Ausschaltung des Krieges in passende Begriffe ge- 
fasst worden ist; ob die ideographischen oder gar die ikonischen («eiconic») 
Perspektiven geniigend betont worden sind; ob die Unterschiede ausreichend 
hervorgehoben worden sind zwischen dem, was einem mit tatsachlicher Macht 
und Entscheidungsbefugnis ausgestatteten Politiker und was dem Fihrer blosser 
Bewegungen méglich ist, und zwischen sozialer Koexistenz auf innenpolitischer 
und auf diplomatischer Ebene; und ob die emotionale Komponente, die im vor- 
liegenden Fall entscheidend ist, richtig gesehen und bezeichnet ist — mindestens 
zu diesen Punkten macht der Rezensent Vorbehalte. Abschliessend vermerkt er, 
dass — vielleicht nicht ohne Auswirkung auf die Ergebnisse —- an dieser Unter- 
suchung anscheinend weder Philosophen noch Diplomaten oder Sozialpsycho- 
logen teilgenommen haben und er vermisst insbesondere «die wissenschaftlichen 
Spezialisten auf dem Gebiet der internationalen Beziehungen (academic students 
of international relations), deren Belesenheit und Reflexionen iiber die Natur des 
sozialen Kosmos, unbeachtet ihrer allenfalls mangelnden praktischen Erfahrung, 
die Grundwahrheiten eines spezialisierten Wissens dariiber hatten vermitteln 
kénnen, was fiir eine Welt die Welt der Weltpolitik ist». 


RESUME 


L’élimination de la guerre — Nouvelle «approche» du probléme proposée par Princeton. 
A quelles conditions, par quel processus et 4 l’aide de quelle «stratégie inté- 
grationniste» les 19 Etats de l’Atlantique-Nord pourraient-ils arriver 4 constituer 
une communauté dans laquelle régnerait la sécurité réciproque, c’est-a-dire une 
zone dans laquelle les possibilités de guerre entre les différentes parties constitu- 
tives seraient exclues des calculs politiques? Ce livre, rapport intérimaire d’un 
groupe composé de représentants de différentes disciplines, est apprécié sous 
l’angle aussi bien des prémisses méthodologiques que de la puissance des argu- 
ments logiques, la rigueur sémantique et la sensibilité sociologique avec lesquelles 
les auteurs ont rempli jusqu’ici leur tache. En ce qui concerne leur acce ptation 
des analogies historiques, en tant que principe scientifique, pour obtenir des 
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indications suggestives, mais non concluantes, sur ce qui peut étre appliqué a un 
probléme actuel, le chroniqueur ne souléve pas d’objections. I] ne s’oppose pas 
non plus a l’emploi de concepts analytiques comme moyens d’interroger les 
expériences humaines dans le passé, 4 condition que cela soit fait avec habileté 
et discernement. Mais en l’occurrence, le chroniqueur exprime des réserves tout 
au moins sur la question de savoir si le probléme de |’élimination de la guerre a 
été conceptualisé de fagon appropriée; si les perspectives «idéographiques» pour 
ne pas dire «iconiques» ont été suffisamment soulignées; si les différences entre 
ce qui est respectivement possible aux chefs politiques ayant en fait les pouvoirs 
de décision et les chefs de simples mouvements, ainsi qu’entre la coexistence 
sociale sur le plan de la politique intérieure et sur le plan diplomatique n’ont pas 
été sous-estimées; si les composantes émotionnelles déterminantes dans le cas 
particulier ont été correctement spécifiées. En conclusion — et cela serait une 


explication plausible de ces lacunes — le chroniqueur souléve l’absence apparente, 
dans cette enquéte, de philosophes, de diplomates, d’experts en psychologie 
sociale et en particulier d’universitaires spécialisés dans |’étude des relations 
internationales, dont les études et les réflexions sur le caractére du cosmos social 
auraient pu apporter, méme en l’absence d’expérience pratique, les fondements 
d’une connaissance spécialisée, 4 savoir en quoi consiste le caractére tout parti- 
culier de ce monde, qui est celui de la politique internationale. 














ECONOMIC SCIENCE! 


These essays are Professor Koopmans’ declaration of faith in economic theory 
and, specifically, in economic theory grounded in rigorous reasoning of a mathe- 
matical or near-mathematical kind. The growing use of mathematics in economics 
has recently turned up the fire under the simmering disagreement over whether 
it is legitimate to describe economic behavior in terms of mathematical formulas. 
Professor Koopmans can hardly claim to be a disinterested party in this debate. 
But, as he points out, there are no disinterested parties: “‘ It is true that it is already 
difficult, at best, to be objective about what are valid answers to a given social 
or economic problem. Society is all around us, and we are involved in it in many 
ways other than as observers and students. But it is even harder to be objective 
about what are promising tools for unsolved problems; the usefulness of our own 
individual minds and of the investments of personal effort sunk in our training 
and direction of interest are involved”’ (p. 170). 

What lends vitality to Koopmans’ contribution to the vexatious and basically 
arid dispute over proper method is its ring of honest self-examination. He is not 
writing to confute the anti-mathematicians or even to persuade the uncommitted, 
but primarily to clarify for himself the relevance and role of his own school of 
economics. When a man of Koopmans’ stature and maturity scrutinizes his deep 
beliefs, the conclusions command attention. 

This self-examination is presented in the form of three essays. The first, which 
comprises more than half of the entire volume, is an exposition and review of 
the major achievement of the rigorous-mathematical school and Koopmans’ own 
principal contribution to economic theory: activity analysis. The roots of activity 
analysis lie in Walras’ description of static equilibrium by a system of simultaneous 
equations and Pareto’s use of these equations to establish the allocative efficiency 
of competitive pricing. It is now notorious that both of these demonstrations were 
fallacious at worst and loose at best. They did not succeed in proving that an 
economy possesses an equilibrium state with non-negative prices and outputs, 
that such an equilibrium, if it exists, is unique, or that such an equilibrium 
is stable. 

About twenty-five years ago Abraham Wald made considerable progress in 
clearing up these outstanding issues, but his major contribution was to show that 
Walras, Pareto, and their followers had been balked by using inappropriate 
mathematical tools. Wald’s own mathematics were opaque in the extreme— 
a frequent characteristic of pioneer endeavors—but his work originated the 
modern mathematical school which by now has cut the keys that unlock all the 
static aspects of the problem. The dynamic aspects—including the question of 
stability—still present formidable difficulties. 

Koopmans’ essay is designed to make the results of all this work accessible to 
economists with only weak mathematical backgrounds. It begins with a lucid 


1. A review article on Tjattinc C. Koopmans, Three Essays on the State of Economic Science. New York/ 
Toronto/London 1957. McGraw-Hill. x1, 231 p. $6.50. 
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introduction to the underlying mathematical concepts and from them develops 
the leading theorems thus far achieved: theorems that describe the conditions 
under which a competitive price structure is compatible with productive efficiency. 
These conditions are too elaborate to permit a concise, comprehensible para- 
phrase, and none will be attempted. Their discovery exemplifies, as Koopmans 
intends, the achievements of mathematical economics at its best. They also 
illustrate one of the characteristic objectives of modern mathematical economics: 
to place economic theory on a logical footing comparable in rigor to that of pure 
mathematics. If you are looking for a definitive introduction to activity analysis 
and a comprehensive survey of its major conclusions, here it is. 

The remaining two essays are more explicitly methodological. In the second 
essay Koopmans faces up to the worthwhileness of the rigorous approach, which 
entails such an unwieldy mathematical apparatus. Before discussing Koopmans’ 
positive position let us record the concessions that he is prepared to make. First, 
the rigorous or mathematical approach has been of little practical utility: ‘*... in 
the present period economics as a practical art is ahead of economics as a science. 
At this stage most of us prefer to see the advising of government economic policies 
entrusted to the experienced intuitive economist”? (p. rx). And again: ‘“‘We 
must face the fact that models using elaborate theoretical and statistical tools 
and concepts have not done decisively better, in the majority of available tests, 
than the most simple-minded and mechanical extrapolation formulae”’ (p. 212). 
And finally, he pays eloquent homage to the work of the great economists in the 
literary tradition from Smith to Keynes and Schumpeter: 

The theories that have become dear to us can very well stand by themselves as an impressive and highly 
valuable system of deductive thought, erected on a few premises that seem to be well-chosen first approxi- 
mations to a complicated reality. They exhibit in a striking manner the power of deductive reasoning in 
drawing conclusions which, to the extent one accepts their premises, are highly relevant to questions of 
economic policy. In many cases the knowledge these deductions yield is the best we have, either because 
better approximations have not been secured at the level of the premises, or because comparable reasoning 


from premises recognized as more realistic has not been completed or has not yet been found possible. Is 
any stronger defense needed, or even desirable? (p. 142.) 


This last quotation is Koopmans’ endorsement of the significance of traditional 
economic theorizing as practised in preceding generations. But, as Koopmans 
sees it, this older tradition has taken us as far as it can; further progress will require 
more powerful logical tools. This is why the Walras-Pareto analysis had to be 
reformulated into activity analysis and why economic theory appears so impotent 
at present. The following passage summarizes Koopmans’ concept of the progress 
of economic theory and of the reasons for the use of increasingly elaborate analytic 
tools as the price of progress: 

Considerations of this order suggest that we look upon economic theory as a sequence of conceptual 
models that seek to express in simplified form different aspects of an always more complicated reality. At 
first these aspects are formalized as much as feasible in isolation, then in combinations of increasing realism. 
Each model is defined by a set of postulates, of which the implications are developed to the extent deemed 
worthwhile in relation to the aspects of reality expressed by the postulates. The study of the simpler models 
is protected from the reproach of unreality by the consideration that these models may be prototypes of more 
realistic, but also more complicated subsequent models. The card file of successfully completed pieces of 


reasoning represented by these models can then be looked upon as the logical core of economics, as the 
depository of available economic theory. (p. 142/143.) 
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The problems that the traditional tools could handle are now for the most 
part solved and have therefore become uninteresting. The problems that still 
confront us and make us doubt the adequacy of economic theory arise from trying 
to incorporate new complications of economic life into our conceptual models. 
Two complications in particular require advanced tools. First is the complex of 
problems relating to indivisibilities, increasing returns to scale, and location of 
economic activities. Neither the traditional literary analysis nor any newer tools 
now at our disposal deals effectively with this group of complications. The as- 
sumption that these complications do not exist, or at least that they can be 
neglected, is essential to the Walras-Pareto analysis and all its relatives and 
descendents. Nonlinear programming and discrete programming appear to be 
the most promising avenues for advance in this region, although Koopmans does 
not go into them. 

The second group of difficulties relates to decision-making under uncertainty, 
both uncertainty as to what the future will bring and uncertainty as to other 
people’s decisions. Progress in incorporating these considerations into economic 
models depends on the new—and intricate—studies of game theory and deci- 
sion theory. 

The requirements for advance into new and difficult territory is one of the 
two main justifications Koopmans gives for the mathematical approach in 
economics. The second reason has a ring of paradox: it is clarity. An argument 
conducted by formal means will make clear, as informal argument will not, just 
what the assumptions are that underlie the argument. Furthermore it will enable 
us to discover the minimum assumptions that can be used to attain a conclusion, 
i.e., just what features reality must be assumed to possess in order to justify an 
assertion. For instance, activity analysis has established that non-increasing 
returns to scale is essential to most of our usual conclusions about economic 
efficiency, while the assumption that production functions are continuous and 
smooth (which is implicit or explicit whenever a marginal analysis is used) is not. 
The power of mathematical argument, and also its persuasiveness, derives from 
its clarity. To be sure it is clear only to the initiate, but to him, since it consists 
invariably in the application of unambiguous rules to given assumptions, it is 
blessedly free of the danger of hoodwinking him by an unvoiced assumption or 
a subtle logical fallacy. Mistakes and unwitting assumptions do sometimes occur 
in mathematical argument, but they are far more detectable than in informal 
modes of discourse. Clarity in this sense is always a virtue, and in difficult problems 
a necessity. Hence the mathematical or postulational method of argument is 
becoming increasingly necessary in economics. 

The final essay deals with the implications of four relatively new tools of 
economic research: new branches of mathematics, electronic computing facilities, 
new methods of statistical inference, and sample surveys. Together, Professor 
Koopmans hopes, these tools will make it possible to meet the greatest current 
need in empirical economic research: the construction and utilization of economic 
models more detailed and more flexible than any available up till now. One 
difficulty with all currently available economic models is that for practical reasons 
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they must be either very summary and aggregative (e.g., Klein’s models) or else 
they must be very simple and rigid (e.g. input-output models). Any attempt to 
disaggregate a model with behavioral equations or to introduce more flexible 
relationships into an input-output model soon runs up against the bounds set 
by our ability to gather and process data, to compute statistical estimates, and 
to work through the calculations of the models. All of these limiting bounds are 
being pushed back by recent progress. This may permit the econometrician to 
achieve his long-awaited success. 

As a vision of the growth and importance of economic theorizing, and of its 
relation to practical economics these essays are important and I am in substantial 
agreement with them. We must be reconciled to the fact that the progress of 
our science, as of any other, brings in its train an increasingly elaborate technical 
apparatus. Furthermore it brings the need for more precise and careful modes 
of deduction as the science moves beyond the realm where commonsense is a safe 
guide and check. 

But as an answer to the detractors of the mathematical method in economics 
I almost wish it had never been written. For it does not contain an adequate 
answer to their essential charge—that of sterility. What is the purpose of building 
a refined mathematical structure on premises that are a crude first approximation 
to the reality we seek to understand? The efforts of some of the best brains of a 
whole generation of economists have extirpated Walras’ old slips in logic—but 
how little have they added to his insights! To doubts such as these Koopmans 
provides only the inadequate answer that the new methods will show their 
power and value in the future. And I doubt that there is any adequate answer 
except performance which, as Koopmans concedes, has not been commensurate 
up till now with the enormous effort and talent expended. 

I think that there is good reason to expect the new approach to pay off. The 
inadequacy of traditional methods in dealing with the problems of oligopoly, of 
large-scale production, and of economic dynamics is one reason, which Koopmans 
emphasizes. Another is the demands of empirical verification: we must conduct 
our economic thinking in a vocabulary that can be translated into statistical terms. 
Still a third reason, which Koopmans eschews, is that the new approach is in- 
tellectually satisfying, at least it is so to a large proportion of young recruits to 
the profession; they can hardly be prevented from adopting it. Now something 
is to be said, even though Koopmans refrains from saying it, in favor of intellectual 
tidyness and tightness for their own sake. Their appeal is more than aesthetic. 
They amount to a search for the irreducible essentials of a phenomenon—in this 
sense for its u!timate reality—and for as much certainty as human beings can 
hope for. In the end this search produces a simpler science, free of obscuring 
inessentials, and one that is easier to apply and extend than does a more immediate 
and pragmatic approach. 

But clearly not all these considerations together counter-avail the fact that 
the rigorous pudding has provided only meagre eating, and the argument 
over its value will not be concluded, if ever, until some decisive results are 
attained. 
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I must not leave the impression, though, that these essays are a controversial 
tract. They are a carefully reasoned statement of convictions and hopes for one 
direction of advance of the science. The first essay is a classic, to be called to the 
attention of anyone interested in activity analysis or, indeed, in the efficiency 
properties of a general equilibrium system. The whole book must be reckoned 
with by anyone concerned with the methodology of economic theory. I hope 
that all doubters of the mathematical approach will take it into account before 
they resume their detractions. It would be still better, of course, if all the debaters 
would let the matter rest and pursue economics by the methods they prefer. 


Harvard University, Cambridge, Mass. (U.S.A.) Ropert DorFMAN 
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A SURVEY OF RECENT 
CONTRIBUTIONS TO THE ECONOMICS 
OF DEVELOPMENT 


It would seem that with the ever-increasing flow of new books dealing with the 
conditions and problems of economic growth in underdeveloped countries, the 
student of this literature will soon be able to choose from it what is closest to his 
particular interest. Today this wide field may be roughly divided into four 
categories according to where the main emphasis is laid by the individual authors. 

In the first category of books, the authors pose the problems of underdevelop- 
ment primarily in terms of economic logic and apply in the main the principles 
and dicta of classical economic thought. In the second, the weight of the political 
and sociological factors colours or determines the conclusions of the author on 
the trends, possibilities, and urgency of development. The third category com- 
prises those books which aim at surveying the existing approaches and theses, 
historically and analytically, without necessarily omitting a critical appraisal of 
the new theories and ideas. In the fourth category, specialised issues take pride 
of place. 

The books under review represent all the categories outlined here and we may 
place them, in accordance with the above classification, as follows: 

I. The economist’s approach. 

(1) P.T. Bauer and B.S. Yamey, The Economics of Underdeveloped Coun- 
tries. (James Nisbet, London, and Cambridge University Press, Cam- 
bridge, England, 1957, 271 p., 1os. 6d.) 

2) P.T.Bauer, Economic Analysis and Policy in Underdeveloped Coun- 
tries. (Duke University Press, Durham, and Cambridge University 
Press, Cambridge, England, 1957, 145 p., $3.—) 

(3) Harvey Leibenstein, Economic Backwardness and Economic Growth. 
Studies in the Theory of Economic Development. (New York 1957, 
John Wiley, 295 p., $6.75.) 

II. Socio-political approach. 
Gunnar Myrdal, Economic Theory and Underdeveloped Regions. (London 
1957, Duckworth, 168 p., 18s.) 

III. Theoretical-historical surveys and textbooks. 

(1) Gerald M. Meier and Robert E. Baldwin, Economic Development: 
Theory, History, Policy. (John Wiley, New York, and Chapman & Hall, 
London, 1957, 588 p., $8.50.) 

(2) Charles P. Kindleberger, Economic Development. (London 1958, 
McGraw-Hill, 325 p., 50s. 6d.) 

IV. Special aspects. 
Wilfried Guth, Der Kapitalexport in unterentwickelte Lander. (Kyklos- 
Verlag, Basel, und Mohr [Siebeck], Tiibingen, 1957, 167 p., 16.50 DM.) 
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The treatise of Messrs. BAUER and YAMEy appears in the Cambridge Economic 
Handbooks Series, which implied from the outset a certain limit in scope. Yet 
within these limits they have tackled most of the important topics such as problems 
of economic measurement, natural and human resources, the role of capital and 
capital formation in economic growth, the role of government in economic develop- 
ment. The authors start with a forceful description of the differences between the 
economic and social conditions in individual parts of the underdeveloped world; 
yet, they maintain, the applicability of basic tools and concepts of economics to 
its problems is not affected by such differences. They admit, at the same time, that 


“*some of the main developments in economics over the last half century or so are of 


little use for the study of underdeveloped countries”’ (p.g) ; they have here in mind 
primarily the field of equilibrium analysis and related subjects. Yet we should 
not be too hasty in expressing our satisfaction about this concession—certainly one 
welcomed by this reviewer—since Mr. Bauer, in his Economic Analysis and Policy 
in Underdeveloped Countries, which contains the three lectures delivered by him in 
October 1956 at Duke University, reaffirms his belief in the ‘“‘very wide applica- 
bility to underdeveloped countries of the basic methods of economics and of the 
more elementary conclusions stemming from these’’ (p. 15). Under these circum- 
stances, one would hardly expect to be provided with a new theory or new theses 
of development. Instead, as a result of their reflections the reader is warned 
against excessive hopes that rapid changes might be brought about in the present 
levels of economic performance in underdeveloped countries through imparting to 
deus ex machina’’. In this connection the authors 


“ee 


the authorities the role of a 
discuss at considerable length the role of government in promoting economic 
development. Though admitting the importance of governmental activities, they 
deny the crucial significance accorded by some schools to government in spurring 
economic development in underdeveloped countries. It is, however, more than 
doubtful whether the reasoning in Chapter x1 fully allows for the actual conditions 
in many important underdeveloped countries. Who would, for instance, not 
recognize that, in principle, it is not for the state but for the members of society 
“to choose among the alternative opportunities open to them and develop them 
with the aid of their personal endowment and the property they own”’ (p. 149). 
But is it not unrealistic to apply such a recommendation to the illiterate and 
destitute majority of contemporary oriental populations at a time when we want 
to see their economic development speeded up? It is also true that, if a population 
does not have sufficient entrepreneurial talents, the good intentions of the Govern- 
ment alone are not enough to produce them. Yet here, too, the situation is much 


more complex. 

The available store of such business urges is different in each of these coun- 
tries. Some of them have a modest supply of local entrepreneurs. In others, local 
producers, such as the fellahin for instance, have become proverbial for their lack 
of initiative and ability to improve their lot. In the colonial period great strides 
in development were achieved by private businessmen in certain segments of the 





——E 








\omic 
. Yet 
olems 
l and 
elop- 
n the 
orld; 
ics to 
, that 


are of 


mind 
nould 
y one 
Policy 
im in 
plica- 
of the 
cum- 
heses 
irned 
esent 
ing to 
ithors 
:omic 
_ they 
rring 
than 
itions 
, not 
ciety 
them 
149). 
> and 
want 
ation 
vern- 
much 


-oun- 


local 
r lack 
trrides 
of the 





THE ECONOMICS OF DEVELOPMENT 541 


economy. But it was mostly foreign concerns which performed the entrepreneurial 
functions, for which they were, as a rule, well compensated by the material and 
legal benefits accruing to them. In an age of militant nationalism the offering of 
incentives by government in the form of far-reaching concessions to foreigners is 
not feasible and new forms of entrepreneurial activity or new agencies fill the 
vacuum. The authors rightly point out that in some backward economies newly 
emerging local entrepreneurs have succeeded in launching important projects; 
yet the problem which underdeveloped countries regard as their problem Number 
One is macro-economic, one of magnitudes, i.e. their incapacity to cope, by 
traditional ways and means, with the overall development needs which they regard 
as vital. The issue is then to change the pace and the scope of economic growth 
even if this means a new economic policy and different forms of economic orga- 
nisation. 

One of the chief means of this policy is industrialisation as a revolutionary 
change and acceleration of modes of production. It has become a major goal of 
national programs in nearly all underdeveloped countries. It is for this type of 
drastic change that a public entrepreneur, usually the government or a govern- 
mental agency, is called in. If local experts and local capital are not available 
and sufficient for the realisation of such programs, it is the government which 
secures the services of foreign experts, foremen, and capital through bilateral 
agreements with more developed countries. 

The chapter in Bauer-Yamey on industrialisation maintains the same critical 
attitude towards artificial stimuli which pervades the book as a whole. The authors’ 
arguments deserve the attention of any official economist who advises his govern- 
ment on projects of industrialisation. Government must know the price the 
country has to pay for the new ventures and only the economist can tell it. Yet 
the economist cannot be the decisive factor. Higher returns in terms of the welfare 
of the community rank before the claims of an individual investor. This is an 
admittedly difficult problem since for genuine economic growth both returns 
should in the long run tally. Yet the neglect of the problem is not acceptable to 
the protagonists of the new economic programs in underdeveloped countries. 
This dilemma has been answered by the efforts of certain economists who have 
presented new conceptual views and hypotheses as to the way in which a slow 
growth or static economy may change over to an advancing economy. Concepts 
such as “‘the take-off into economic growth”’ or the necessity of ‘‘implan- 
tation”’ of incentives and new structures of growth, have been developed to define 
or explain crucial phases and processes in economic development. Such different 
approaches naturally lead to different appraisals of the role of public development 
corporations. Those who regard them as a useful means would not necessarily be 
indifferent to their shortcomings. They see the latter as less important than the 
complete lack of economic promotion, which frequently is the alternative. 

The book by Harvey LErBensteEIn, Economic Backwardness and Economic Growth, 
is probably the outstanding theoretical contribution so far to the discussion of 
problems of economic development in the so-called backward economies. 
Whatever remains of its conclusions, it is a heroic attempt to tackle certain basic 
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problems in the normative approach, i.e. the endeavour to rectify the imbalance 
between developed and underdeveloped countries. Leibenstein uses four hypo- 
theses as his point of departure (p. 16): 

(1) A backward economy is an equilibrium system which in equilibrium 
state possesses a degree of quasi-stability with respect to per capita income; 
advanced economies cannot usefully or accurately be described in such terms. 

(2) If the equilibrium of a backward economy is disturbed, the forces or in- 
fluences that tend to raise per capita income set in motion, directly or indirectly, 
forces that have the effect of depressing per capita income. 

(3) In the backward economy the effects of the income-depressing forces are, 
for at least the lower incomes above the equilibrium level, greater than the effects 
of the income-raising forces. 

4) During any period there is some absolute maximum to the effects of the 
income-depressing forces, but the absolute maximum (if any) of the effects of the 
forces creating per capita income is greater than that. 

Leibenstein applies these four hypotheses in order to develop a highly inter- 
esting structure of ideas, among which the thesis of the critical minimum effort 
emerges as his crucial contribution to the theory of economic development, and, 
what is particularly significant, to a positive appraisal of the possibilities for 
development. It is therefore not surprising that Leibenstein does not join the 
camp of Malthusian writers who regard the population factor as the critical 
obstacle to economic development. For that is one obstacle which can be overcome 
as other obstacles to economic growth can be overcome. This does not mean that 
he fails to give close attention to the demographic problem; but he believes, with 
quite a number of writers on the subject, that fertility is largely the outcome of 
specific conditions and is subject to manipulation. 

One of the lines of attack against traditional and rigid views of the prospects 
of development is his rejection of the “‘vicious circle’’. (““A country is poor because 
it has little capital, and it cannot raise capital because it is poor.’’) Leibenstein, in 
one of the best sections of his book, argues brillantly that the permanency of the 
state of economic backwardness must not necessarily be taken for granted under 

“ 


all conditions, and he distinguishes between a “stability in the small economic 


and stability in conditions where the relationships and magnitudes 


backwardness’’ 


of effort have exceeded a certain minimum level (p. 96). The only reason why 
vicious circles appear vicious, according to Leibenstein, is because it is so difficult 
to find and marshal stimuli to development that are of sufficient magnitude. 
He believes, and this is his central thesis, that as soon as a critical minimum effort 
has been made, the dynamics of the economy would lead it towards an increase 
in per capita level. To demonstrate the working of this process he distinguishes 
between endogenous or induced events, that is events that can be expected 
to spring from the day-to-day economic processes of the economy, and exogenous 
or autonomous events that originate outside the economy, in the sense that 
they could not be expected to arise from the day-to-day economic process. 
He has particularly in mind that type of exogenous event, the initial impact of 
which is to raise per capita income above its former level. 
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If consistent development is to be adequate it is necessary that the initial effort 
or the initial series of efforts be above a certain minimum magnitude. Not all 
efforts to raise per capita income lead to economic development. Some are too 
small to do that. But those which are successful in doing so will, in a way, by their 
own momentum, force the process to become a continuous process and thus 
finally overcome the stagnation equilibrium and the vicious circle. 

Leibenstein’s book is decidedly a corner stone for the establishment of a theo- 
retical foundation in the economics of growth. There remain, however, certain 
doubts as to how meaningful his reasoning is from the viewpoint of our empirical 
problems. Yet it would be unfair to blame the author for not seeing these short- 
comings. He clearly states that his book is not an empirical book and that adequate 
factual evidence is mostly not available to prove all the propositions suggested by 
him or to support all the generalisations that are made. He sees the phenomena 
with which he dealt as amorphous, ambiguous, and mercurial in the extreme. 
But he can rightly claim that even with these gaps he has made a significant 
contribution to our central theme. 


II 


The most decided attempt to dethrone a central piece of classical thought, the 
theory of international trade, is made by GUNNAR MyrbDat in his Economic Theory 
and Underdeveloped Regions. He sees the situation of the contemporary under- 
developed countries as an irrefutable proof of the inapplicability of that theory: 
“Tt is an understatement to say that the theory of international trade does not 
furnish us with a model or logical mechanism representing a system of rational 
hypotheses which can be used for explaining why and how the huge economic 
inequalities between different countries have come to exist and why they tend to 
grow. This theory has, instead, been given a twist and—mirabile dictu—in very 
recent years increasingly so, in the direction of suggesting a situation and a 
development trend quite contrary to the actual ones. 

‘Under these circumstances it should not surprise us that, on the whole, the 
literature is curiously devoid of attempts to relate the facts of international in- 
equality and the problems of under-development to the theory of international 
trade”’ (p. 149). 

Against these shortcomings Mr. Myrdal wants to establish his theory that 
there is a tendency inherent in the free play of market forces to create regional 
inequalities and that this tendency becomes the more dominant the poorer a 
country is. He attributes to the factors operating in a welfare state a healthy 
countereffect against the “‘blind market forces which tend to result in regional 
inequalities’, a process which, once initiated, will spur economic development 
in the country through a process of circular causation (p. 4.1 

Myrdal’s book is a most stimulating treatise on basic problems of under- 
developed countries. He is so imbued with the main hypotheses he establishes that 
he seems occasionally swept away into generalisations and definitions on which 


we would like to obtain more evidence. 
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Though Myrdal claims that his generalisations do not as a “‘theory’’ need 
the usual proofs, we would wish to see more references to actual developments 
supporting his views. Yet even if we are somewhat uneasy about the broad state- 
ments he makes, his acute understanding of the fundamentally socio-political 
character of the problems of underdevelopment must be admired. 


III 


The book by GERALD M. Meter and Rosert E. BALpwin, Economic Development, 
and Cuar.es P. KINDLEBERGER’s Economic Development are both text-books and 
reference books which will certainly be of great help to students wishing to get 
thoroughly acquainted with the new subject. 

The volume written by G. M. Meier and R. E. Baldwin has a formidable 
scope. It covers an amazing multitude of themes in the area of economic develop- 
ment of both poor and rich countries. It also devotes considerable attention to 
the relevant parts of the history of economic thought: Adam Smith, Ricardo, 
Marx, Schumpeter and Post-Keynesians. In special sections we find elaborate 
discussions of the actual course of economic development, and the problems im- 
plied in accelerating development in poor countries. An interesting chapter is 
devoted to the problem of maintaining development in rich countries; an equally 
interesting section is the rejection by the authors of economic welfare as a measure 
of growth because of its subjective character. The ‘‘economic potential’? should 
serve as criterion. 

The book not only provides an abundance of information but is distinguished 
by its coverage of practically all the problems which turn up in connection with 
the main theme. The question which this reviewer asked himself was whether the 
wealth of data and reasoning does not exceed the power of absorption of the 
reader. He would have preferred a more compressed presentation. 

Professor Kindleberger’s book appeared in the Harvard Economics Handbook 
Series, edited by S. H. Harris. As is to be expected from Professor Kindleberger, 
he is thoroughly familiar with many aspects of the central subject. He gives a com- 
prehensive survey of the economic and social theories concerning economic 
development and discusses in particular many of the controversial developmental 
issues imparting to his text an attractive freshness and breadth. 

Professor Kindleberger has no intention of submitting a single theory of devel- 
opment. Instead he tries to show how the existing theses and theories explaining 
and defining the different aspects of the theories are inter-related. Numerous 
diagrams add to the value of his presentation which will, like Meier-Baldwin’s 
book, contribute to give the new field the status cf a textbook discipline. 


IV 


It is a remarkable proof of the rapidly widening interest of German economic 
literature that it has turned its attention now to the area of underdeveloped coun- 
tries. W.GutTH’s book on capital export to underdeveloped countries is a well- 
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documented highly informative study of one of the important problems of the 
economically less advanced countries; the author does not, however, limit himself 
to the immediate issues concerned but includes in his discussion many other 
problems related to the main subject. He starts with a theoretical clarification of 
the main concepts used in the book and then deals with the various aspects of 
capital export to underdeveloped countries. The role of the international in- 
stitutions which have become catalysts for capital export is appraised, as well as 
the changes in the character of the flow of private resources. The effects of capital 
export on commodity export and employment are discussed and the various 
problems connected with the alternative uses of the capital flow in the receiving 
countries analysed, including the issues of industrialisation versus increase in raw 
material production, inflation and effects of the rate of growth. 

In his conclusions, the author expresses his belief that a genuine ‘‘auto- 
harmonious”? capital movement will take place only where large unexploited 
natural resources are to be found and the political and security risks are not 
prohibitive. Unfortunately, many of the countries particularly in need of capital 
imports are burdened by such risks and have sparse natural resources. Yet it is 
these countries which are more in need of help than the others and it is for them 
that the economists and the statesmen have to work out appropriate solutions. 

Some of the conclusions have a ring of over-simplification and even of naiveté. 
The author refers to a possible competition for the capital market of under- 
developed countries between Western capital export countries and Soviet Russia 
—a contest which has become real in the meantime—and warns against overdoing 
this help. It should remain within due limits and not become the instrument of a 
“capital-export Dirigismus’’ (state-directed capital export), for that would mean a 
denial of the ‘‘ principle of freedom in the economic sphere’’. Now, where is the 
underdeveloped country in which such a principle is fully maintained? Where are 
the populations of underdeveloped countries which rate this principle so high as to 
forgo financial help if it implies some restriction of economic freedom? Another 
warning of the author is subject to the same criticism: “‘It is not feasible to ask 
for capital participation abroad and to conduct a policy at home with the open 
or concealed target of autarky and socialisation” (p.150). Yet this is exactly 
what is being expected and even done in a number of countries which have founded 
a new form of home-spun socialism. They do not regard the pursuance of these 
targets as such a flagrant contradiction as the author apparently does. 


V 
It is difficult to decide what factor is responsible for the upsurge in books on eco- 
nomic development. Is it the sudden awareness that there exists a considerable 
vacuum in economic knowledge and thought which has rapidly led to a con- 
centration of academic speculation and reflections on the whole field of economic 
development? Or is it the political changes which—while producing a new 
relationship between the old-established, economically advanced nations of the 
world and the newcomers, usually classed as underdeveloped—have also had the 
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effect of posing new and far-reaching issues of economic policy on which guidance 
by the experts is urgently sought? 

The books before us are part of the large literature which is already available 
in the field and testify to the diversity and fertility of the thinking which has taken 
place over a relatively short period. It is encouraging to observe that this new 
area of academic thought has been so attractive to writers of very different 
outlook as to induce liberals like Bauer and Yamey to contribute their spirited 
admonitions against manipulation in the natural course of the economic process, 
to stir Gunnar Myrdal to launch his sweeping and forceful criticism of classical 
theories, and to lead Leibenstein into his fruitful and promising speculations. 


Hebrew University, Jerusalem (Israel ) A. Bonné 
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COMMON FRONTIERS 
OF THE SOCIAL SCIENCES! 


Common Frontiers of the Social Sciences is a collection of essays by scholars from 
various disciplines within the ‘‘social sciences’’. The volume is designed, according 
to its editor, Mirra Komarovsky (sociologist), to explore interrelations between 
the disciplines of economics, sociology, and history. The method employed in 
the exploration is that of case studies—studies of specific topics which are thought 
to involve overlap of the traditional disciplines, in contrast to general essays which 
might have described the province of the various disciplines and might have 
sought to define their boundaries in a vacuum, as it were. Seasoned readers of 
‘inter-disciplinary literature’? will probably applaud this decision of editor and 
contributors to center their attention on specific substantive case studies, and will 
probably find this specificity and particularity of the essays refreshing, however 
they may estimate their worth in other respects. 
The case studies here presented are grouped under two general headings. 
1) Under the designation, History and Social Research, are essays described by the 
editor as having ‘‘grown out of a systematic effort to relate methods of empirical 
social research to historiography”’ (p.2): ‘‘The Debate over Art and Popular 
Culture in Eighteenth Century England’’, by Leo Lowenthal (sociologist) and 
Marjorie Fiske (sociologist?) ; “Research Problems in American Political Historio- 
graphy’’, by Lee Benson (historian) ; ‘Public Opinion in France after the Libera- 
tion, 1944-1949”’, by Russell E. Planck (historian) ; “‘History and Public Opinion 
Research, A Debate’’, with short essays by Paul F. Lazarsfeld (sociologist 
Joseph R. Strayer (historian), and Henry David (economic historian). (2) The 
second section of the book carries the heading Economics and Sociology, and contains 
essays on the following topics: “‘Plant [i.e., Industrial Plant] Sociology’’—one 
joint essay by Clark Kerr (economist) and Lloyd H. Fisher (political scientist), 
and one joint essay by Conrad M. Arensberg (anthropologist) and Geoffrey 


Tootell (sociologist); ‘‘Keynesian Theory and Empirical Inquiry’’, 





with essay 
by Robert Lekachman (economist) on ’’The Non-Economic Assumptions of 
John Maynard Keynes’’, by George Katona (economist) on ‘““The Function of 


’ 


Survey Research in Economics’’, by William S. Vickery (economist) on ‘*.A Note 
on Micro- and Macroeconomics’’, and by L. R. Klein (economist) on “‘A Note 
on ‘Middle-Range’ Formulation’’; the final essay of the second section of the 
book is ‘Reference Group Theory and Trade Union Wage Policy’’ by Seymour 
Martin Lipset (sociologist) and Martin Trow (sociologist). 

A basic question concerning a volume with the title Common Frontiers of the 


; 


Social Sciences would seem to be: what are the ‘‘common frontiers’’ in question 
and what is the state of affairs on these common frontiers? The common frontiers 
under discussion in this book are areas or cases in which the intellectual concerns 

1. A review article on Mrrra Komarovsky (ed.), Common Frontiers of the Social Sciences, Glencoe, Illinois, 
1957, Lhe Free Press. vu, 440 p. $6.- 
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of the disciplines of economics, sociology, and history seem to converge, and the 
editor has singled out four types of cases in which the articles in this volume show 
such convergence of different disciplines. One type includes those cases in which 
*‘concepts and hypotheses developed in one field open new problems and stimulate 
research in another’’ (p.23)—illustrated, for example, in the Lowenthal-Fiske 
article, in which the artistic and literary scene of 18th century England is studied 
in the light of concepts derived from the present-day study of mass media of 
communication. A second type of convergence is seen when methods and pro- 
cedures originally developed in one discipline or field are applied in another 
discipline or field—as, for example, the essay in which opinion polls are used by 
the historian Planck in the study of political attitudes in France from 1944 to 
1949. A third type of convergence involves cases in which “‘two disciplines bring 
their respective theoretical frameworks to the investigation of the same empirical 
probliem”’ (p. 25), and this is shown in the essays by Kerr-Fisher and by Arensberg- 
Tootell in which conditions within industrial plants (labor-management relations, 
worker productivity and morale) are examined from the perspective afforded 
both by economic theory and by sociological theory. A fourth type of convergence 
which marks a common frontier includes cases in which ‘‘the empirical data being 
accumulated in one field could be illuminated by concepts existing in another’’ 
(p.22), and one example of this convergence is seen in the essay by Lipset and 
Trow where data concerning trade union behavior accumulated by labor econo- 
mists is examined in the light of “‘reference group theory” formulated by social 
psychologists and sociologists. 

In reply to the question, ‘‘What is the state of affairs on the common frontiers ?”’, 
the reading of the essays in this volume left the reviewer (historian) with two 
contrasting impressions. One impression which emerges from some of the essays 
is that the common frontiers are areas of rich opportunities for increasing knowl- 
edge and understanding of human behavior through the exchange and combina- 
tion of ideas and methods from different disciplines. This hopeful and optimistic 
picture of the common frontiers emerges, either through direct statement or 
through implication, from the editor’s introductory remarks and from the majority 
of the articles in the volume (the articles by Lowenthal-Fiske, Benson, Planck, 
Lekachman, Katona, Vickery, Klein, and Lipset-Trow). This reviewer is not 
competent to pass an informed judgment as to whether these articles represent 
in themselves contributions substantial enough to justify this optimistic estimate 
of the possibilities of the common frontiers. He can report, however, that he found 
many of these articles stimulating and provocative and that they opened several 
new intellectual vistas for him. The article nearest the scholarly interests of the 
reviewer is that by Lee Benson, and Benson’s analysis of problems involved in 
describing and interpreting the elections of 1824, 1860, 1884, and 1896 in the 
United States seems to the reviewer valuable and worthy of the attention of all 
historians (whatever their special field) because of what is said and what is 
demonstrated concerning systematic research methods. 

A second and different impression of the state of affairs on the common 
frontiers emerges, however, from the two groups of essays where authors from 
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different disciplines discuss the same general topic (Lazarsfeld, Strayer, and David 
on public opinion research, and Kerr-Fisher and Arensberg-Tootell on plant 
sociology). From these five essays, the common frontiers appear, like some western 
frontiers of 18th and 19th century America, as ‘‘dark and bloody ground’’ where 
members of different disciplines dispute over who has cultivated the frontier land 
most successfully and over whose methods offer the best hope for future success 
in cultivation. On the common frontiers here revealed we find a sociologist cham- 
pioning the use of opinion polls in the study of public opinion, while two historians 
express skepticism of the value of opinion polls; we find an economist and a 
political scientist joining in criticism, while an anthropologist and a sociologist 
join in praise, of studies by sociologists concerning conditions within industrial 
plants. The language used in these disputes on the common frontiers is that of 
confident (and perhaps smug?) assurance of the superiority of one’s own discipline, 
and irritation or sarcasm or anger at the ideas, methods, and claims of disciplines 
other than one’s own. If this sort of conflict has been observed by many individuals 
who venture into the common frontiers, and this reviewer thinks such is the case, 
then the editor has made her volume a more realistic picture of the common 
frontiers by including in it these examples of what she has called “‘interdisciplinary 
polemics’’. For the same reason, it might have been worthwhile to have included 
in the volume a criticism by some economist, or sociologist, or historian of the 
very concept of common frontiers—and thus to have subjected to rigorous ex- 
amination the basic perspective upon which the book rests. 

Consideration of the common frontiers as areas of bitter intellectual conflict 
provides much food for thought, and we may presume that different observers 
will draw different conclusions from such consideration. One of the conclusions 
reached by the reviewer is that “‘interdisciplinary polemics’, both those presented 
in this book and those observable in many other places, should lead to considerable 
soul-searching on the part of academicians. Some academicians picture them- 
selves as upholders of reasoned tolerance and open-mindedness toward “‘contro- 
versial ideas’’, in contrast to supposedly less enlightened individuals in the popu- 
lation who wish ‘‘conformity’’ to some ideas and who are concerned with the 
“‘loyalty’’ of their fellows to those ideas. The soul-searching question is whether 
academicians display reasoned tolerance and open-mindedness when the “‘contro- 
versial ideas’’ challenge presuppositions of their own discipline, presuppositions 
which frequently have come to embody much of their own philosophy of life. 
In university circles in the United States today, few issues in the humanities and 
social science disciplines are more emotionally charged than questions which 
concern the common frontiers of interdisciplinary studies. In this situation is the 
individual who ventures to the common frontiers likely to be intellectually 
ostracized for his nonconformity by the other members of his discipline? Is he 
likely to be considered disloyal to the ideas of his discipline? The point is not that 
‘‘controversial ideas’ are to be presumed superior ipso facto to non-controversial 
ideas; nor is the point that ideas generated on the common frontiers are to be 
presumed more valid than ideas current in the various disciplines. The point, 
as academicians have so often maintained in other situations, is whether “‘contro- 
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versial ideas’? and the holders of ‘‘controversial ideas’? can be considered and 
evaluated in an atmosphere of reason and of true open-mindedness. The common 
frontiers, seen in this light, serve as testing grounds where academicians may see 
if, in the pungent and non-academic phrase, they can practice what they preach. 


University of Washington, Tuomas J. PRessLy 
Seattle, Washington (U.S.A. ) 
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BESPRECHUNGEN 
COMPTES RENDUS - REVIEWS 


G. C. ALLEN. Japan’s Economic Recovery. London 1958. Oxford Uni- 
versity Press. XI, 215 p. 25s. 


The study of modern Japanese economic history seems to be in vogue, as the 
exceptionally high rate of growth of the Japanese economy since the introduction 
of Western European capitalism has attracted general attention. However, as 
regards academic literature focussing on the recovery process of the Japanese 
economy after World War u, Japan’s Economic Recovery by Professor Allen may 
be regarded as a pioneer achievement. 

The book gives a detailed description of Japan’s resurgence from the state of 
ruin to which this country, previously the leading industrial state in Asia, had 
been brought in 1945. Particulars are given of the recovery in various fields such 
as agriculture, industry, finance, trade, etc. Further, a rational view is taken of 
the results of economic democratization (one aim of the occupation policies of 
the Allied Powers): the land reform, the dissolution of the ‘‘Zaibatsu’ 
encouragement of labour organizations. 


’ 


, and the 


Reflecting the profound knowledge gained by Professor Allen in more than 
thirty years’ study of Japanese modern economic history, the book is exact and 
reliable. There are clear and academic explanations of certain problems of which 
before the Japanese people were not yet aware. However, as lack of space does 
not permit a review of the book in detail, I shall confine myself to general matters. 

The book is very descriptive, but rather weak in analysis of causes—an in- 
evitable result of the author’s approach. One feels that something is wanting from 
a scholarly viewpoint. The book compares the economic recovery after 1945 with 
the rapid economic development in the 1930s. This line of approach is interesting 
and has not been frequently adopted in Japan. There is, indeed, a similarity in 
these two periods, so far as the advance in production is concerned. But the 1930s 
present a quasi-wartime and militaristic structure of politics and of the economy, 
whilst the period after 1945 has developed, in appearance at least, a democratized 
and liberalized political and economic structure. What led to this similarity of 
rapid economic growth under conditions which were completely dissimilar? No 
close inquiry is made into the “‘what’’. The rapid economic development in the 
1930s can be explained as occurring at a time when the state-capitalistic system 
of development reached its zenith; but the driving force of the economic recovery 
after 1945 still remains a mystery even to the Japanese people. There is no doubt 
that United States economic aid constituted an important factor in the recovery 
of the Japanese economy from the catastrophic situation which prevailed after 
the termination of the war. But there are many countries which experienced no 
marked recovery despite economic aid. Why has United States economic aid 
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produced such splendid results in Japan? The book gives no sufficient answer to 
this question. As the rapid economic growth in the 1930s and after 1945 was 
paralleled in Germany, the significance of the book would have been greater if 
a comparative study of Japan and Germany had been made. 

Another point which must be stressed is that the collection of material used 
in the book is one-sided. This is an important factor connected with the method 
of study. Certainly there is abundance of material, but, as the bibliography shows, 
it is limited to publications written in English. Further, the documents quoted 
are mainly of government and capitalistic origin in Japan. They mostly describe 
the external appearance of the economic recovery but not the inside facts. This 
defect could be remedied by the study of Marxists. As the author well knows, 
Japanese capitalism has been most actively investigated in Japan by Marxists, 
who have been the authors of many publications. These studies may include 
works of slight academic value; but the fact that the book pays little regard to 
the Marxist studies is a weak point. According to the preface of the book, the 
author visited Japan in 1954 and asked the opinion of many Japanese people; 
but they were limited to the higher ranks of central government agencies and 
to spokesmen of industrial and financial circles. There are no signs that he sought 
the views of leaders of the labour movement, officials of farmers’ organizations, 
leaders of women’s organizations and the general public. If Marxian studies and 
the opinions of the labour class had been quoted, the inside history of the post-war 
economic recovery would have been disclosed and would have presented a 
different aspect of the situation. As the post-war Japanese economy has had its 
bright and dark sides, its real state cannot be grasped by considering one side 
only. It plainly presents the strength and the weakness of competitive capitalism. 


Tokyo Metropolitan University (Zapan) GEN-ICHI ABE 


OskAR ANDERSON. Probleme der statistischen Methodenlehre in den Sozial- 
wissenschaften. Dritte, wesentlich umgearbeitete und erweiterte Auf- 
lage. Wiirzburg 1957. Physica-Verlag. 358 S. 24.50 DM 


Beschrankten sich noch vor wenigen Jahren die Quellen mathematisch-stati- 
stischen Wissens im wesentlichen auf amerikanische, englische und italienische 
Lehrbiicher, so gibt es jetzt eine wachsende Zahl von deutschsprachigen Original- 
werken. Dies ist aus zwei Griinden erfreulich. Einmal haben nun auch jene, die 
des Englischen oder Italienischen nicht oder zu wenig miachtig sind, Gelegenheit, 
Originalbeitrage in einer ihnen gelaufigeren Sprache zu lesen. Andrerseits wird 
es méglich, statistische Lehrbiicher zu lesen, die auf volkswirtschaftliche Probleme 
zugeschnitten sind, da im deutschen Sprachgebiet die Statistik von jeher schon 
im volkswirtschaftlichen Bereich verankert war, wahrend die anglo-amerikani- 
schen Lehrbiicher in den meisten Fallen im naturwissenschaftlichen Bereich 
beheimatet sind. Dies gilt in besonderem Masse fiir das vorliegende Werk, das 
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nun bereits in dritter Auflage erscheint. Dieser Erfolg ist zweifellos nicht allein 
dem Inhalt, sondern auch dem Verfasser zuzuschreiben; Oskar Anderson, ein 
Statistiker von internationalem Anschen, ist es vor allem zu verdanken, dass sich 
die modernen mathematischen Methoden der Statistik auch im deutschen Sprach- 
gebiet durchgesetzt haben, namentlich in Deutschland selbst, das vorwiegend die 
historische Statistik gepflegt hatte. 

Andersons Lehrbuch will die Rolle eines mathematisch-statistischen Lotsen 
spielen, das heisst den angehenden Statistiker auf die Tiicken seines Tatigkeits- 
gebietes aufmerksam machen und ihn lehren, diese Tiicken zu meistern. Aller- 
dings wird vorausgesetzt, dass der Leser iiber die Grundbegriffe der Statistik 
Bescheid weiss; es handelt sich somit nicht um ein Buch fiir Anfanger. Weiter 
gedenkt Anderson mit diesem Werk einen Dreifrontenkrieg zu fiihren. Erstens 
méchte er dem «statistischen Mogeln» entgegenarbeiten, das sehr oft bei sozialen 
und politischen Auseinandersetzungen festzustellen ist. Zweitens méchte Anderson 
die «grundsatzliche», «philosophisch begriindete» Ablehnung der mathemati- 
schen Methode auf dem Gebiete der Sozialwissenschaften bekampfen. Drittens 
endlich setzt sich dieses Werk zum Ziele, gegen Husarenritte «Statistik spielender 
Mathematiker» anzukampfen. 

Das Buch ist in folgende 10 Kapitel gegliedert: statistische Methode, Kollek- 
tivmasslehre, Indexzahlen, statistische Fehler, Grundelemente der Wahrschein- 
lichkeitslehre, homograde und heterograde Statistik, das Problem des Wesent- 
lichen und Zufalligen, das Problem der Zerlegung statistischer Reihen, Kor- 
relation, statistische Kausalforschung. Es schliesst mit einem mathematischen 
Anhang, einem Literatur-, Namens- und Sachverzeichnis. (Das Literaturver- 
zeichnis umfasst gegen 300 Titel.) 

Anderson behandelt nur solche statistische Methoden, die in den Sozial- 
wissenschaften von Belang sind. So ist die Theorie der «kleinen Stichproben», 
die auf der Voraussetzung beruht, dass die Ursprungsgesamtheit normal verteilt 
ist, nicht behandelt, weil die Normalverteilung bei sozialen Erscheinungen eher 
die Ausnahme als die Regel bildet. Diese Abgrenzung und Beschrankung auf 
sozialwissenschaftlich vertretbare Verfahren ist besonders hervorzuheben, da 
nicht selten — oft auch von Mathematikern, die sich mit Statistik befassen — 
statistische Verfahren empfohlen und angewendet werden, die in den betreffen- 
den Fallen keine Daseinsberechtigung haben. Anderson schreibt hierzu: « Der 
Umstand, dass alle solchen Verfahren von der Grundvoraussetzung einer normal 
verteilten Gesamtheit héherer Ordnung ausgehen, wird in den betreffenden 
Lehrbiichern entweder iiberhaupt nicht oder doch nur sehr fliichtig und undeut- 
lich erwahnt. Solange es sich um die Ausbildung von Naturforschern, Biologen, 
Agronomen und sogar technischen Betriebsleitern handelt, ist diese — mit Verlaub 
zu sagen — Unart ungefahrlich, doch zukiinftige Sozialforscher, Okonometriker 
und Wirtschaftsstatistiker werden hierdurch einfach irregefiihrt, denn ihnen wird 
ein solcher Glauben an die ‘mathematische Exaktheit’ der empfohlenen statisti- 
schen Rezepte eingeflésst..., der gar nicht der wirklichen Situation im Bereiche 
der sozialen Massenerscheinungen entspricht» (S. 225/226). Im weitern wird das 
Problem der systematischen, das heisst nicht-zufallsbedingten statistischen Fehler 
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eingehend behandelt. Hierin zeichnet sich dieses Werk vor den meisten statisti- 
schen Lehrbiichern in besonderem Masse aus. 

Anderson diirfte der Nachweis gelungen sein, dass die Werkzeuge der Statistik 
in den Sozialwissenschaften wesentlich vorsichtiger zu handhaben sind als in den 
Naturwissenschaften. Das Buch ist geeignet, dem Sozialwissenschafter, und ins- 
besondere dem Volkswirtschafter, ein gewisses Mass an Verantwortungsbewusst- 
sein bei der Anwendung statistischer Verfahren ecinzufléssen. 


Universitat Freiburg (Schweiz ) Ernst P. BILLETER 


Jor S. Bain. Barriers to New Competition. Cambridge, Mass., 1956. 


Harvard University Press. 329 p. $5.50 


Ce beau livre analyse les obstacles qui peuvent se dresser devant les firmes 
qui veulent pénétrer dans un nouveau secteur et les conséquences que la «bar- 
riére» ainsi constituée peut avoir sur le fonctionnement de ce secteur. 

Les obstacles sont groupés sous quatre rubriques: 1° Nécessité de produire 
par grandes quantités, qui peut désavantager le nouveau venu si — le marché 
étant étroit — il ne trouve pas de débouchés suffisants pour produire dans les 
meilleures conditions et a dés lors des couts moyens par unité élevés; l’analyse 
d’un certain nombre de cas concrets montre que cet obstacle se rencontre dans 
’industrie américaine beaucoup moins fréquemment qu’en ne le croyait générale- 
ment. 2° La diflérenciation des produits par différence de qualité, publicité, 
service aprés vente, inertie des utilisateurs, etc.; cet obstacle est fréquent et peut 
avoir beaucoup d’importance. 3° Différence absolue de cout tenant soit & un 
meilleur approvisionnement en matiéres premiéres, soit 4 des brevets, une ex- 
périence plus grande, etc., soit a l’intégration, qui fait que dans certains secteurs 
les matiéres premiéres ou demi-proeduits ne peuvent étre obtenus dans de bonnes 
conditions que par les firmes du groupe; facteur qui peut donc étre particuliére- 
ment important. 4° Le montant du capital a rassembler, qui résulte non seulement 
des conditions techniques mais encore du degré de différenciation des biens et 
d’intégration des firmes; selon l’auteur, il faut 500000000 de dollars pour une 
firme d’automobiles ou une aciérie; la chaussure, qui dans les cas rassemblés par 
l’auteur se trouve en queue, nécessite encore 500000 dollars. 

La barriére peut donc étre plus ou moins haute. L’auteur distingue finalement 
trois degrés. Plus la barriére est faible, plus les prix tendent a étre prés du niveau 
minimum des couts, plus le taux de profit moyen pour le secteur est bas; plus les 
frais de vente tendent a étre faibles et plus la structure du marché tend a étre 
instable et le comportement des différentes firmes moins coordonné. L’auteur 
indique que ces résultats ne dépendent pas seulement de la hauteur de la barriére 
mais aussi de sa nature — obstacles 1, 2, 3 ou 4 — et de la structure de l’industrie, 
c’est-a-dire du nombre d’offreurs et de leur tendance a agir d’une maniére plus 


ou moins coordonnée. 
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J. S. Bain nous fournit donc une analyse de la «Workable Competition» 
réclamée par J. M. Clark. Le trés grand mérite de ce livre est de nous fournir 
un schéma théorique simple et de le confronter avec les faits, 20 secteurs industriels 
américains. De plus, certains chapitres sont dignes d’étre lus pour eux-mémes; 
ainsi ceux qui sont relatifs 4 la mesure de la barriére ou a l’analyse des avantages 
de la production 4 grande échelle ou l’auteur distingue soigneusement les avan- 
tages qui tiennent 4 la taille d’une usine (plant) de ceux qui proviennent de la 
multiplicité d’usines plus ou moins homogénes. 

Notons en le regrettant le caractére limité de ce travail. L’auteur n’analyse 
que vingt secteurs industriels américains. Sa conception théorique nous semble 
étroite. L’arrivée d’un nouveau venu dans un secteur est un phénoméne de 
migration ou des individus ou des firmes passent d’un état a un autre. J. S. Bain 
n’analyse que la barriére qui est constituée a l’entrée du secteur considéré. On 
aurait pu examiner des firmes en voie de transition; c’était une autre optique 
certes, mais J. S. Bain n’en souffle mot. De méme il ne tient pas compte de la 
personnalité du nouveau venu: est-ce une firme déja existante ou qui se crée 
de toutes piéces? Est-elle de méme taille, a-t-elle le méme processus de fabrication, 
le méme type d’organisation que celles qui sont déja établies? Ceci est selon nous 
trés important car si le nouveau venu est d’une espéce différente: 1° Les barriéres 
seront beaucoup moins efficaces. 2° Les possibilités de collusion ou d’action 
coordonnée avec les anciens seront beaucoup plus faibles; dans le commerce par 
exemple l’ouverture des Uniprix a eu beaucoup plus d’effet sur le comportement 
des commercants que n’en avait eu auparavant l’extension des magasins 4 succur- 
sales multiples. 3° De nouvelles modalités de transition apparaissent; il ne nous 
est pas possible 4 nous autres Européens de rejeter dés le début de l’analyse le 
cas d’une firme externe importante s’associant avec une toute petite firme déja 
établie dans le secteur; en France, en Belgique et en Afrique Occidentale Frangaise, 
pays que nous connaissons le mieux, le phénoméne est extrémement fréquent. 
Enfin, et ceci est peut-étre lié au caractére statistique de |’étude, l’auteur ne fait 
que peu de références 4 la littérature préexistante sur ce sujet; le livre de Machlup 
n’est méme pas cité. 

Tel quel, le livre n’en constitue pas moins une ceuvre fondamentale sur ce 
qu’il est convenu d’appeler la théorie des prix. 


Université de Lille (France) MaArceEL CAPET 


Horace BetsHaw. Population Growth and Levels of Consumption (with 
special reference to countries in Asia.) London 1956. Allen & Unwin. 
XXIX, 223 p. 255. 


The scope of the book is wider than the title indicates; in the process of analysing 
the impact of population growth on levels of consumption, the author deals with 
various other problems of development, like investment and its distribution in 
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different industries. The book thus is an important contribution to the literature 
on development economics. The author has been associated with various inter- 
national organizations in different capacities, and his particular connection with 
the South-East Asia region comes out most vividly in the examples and references 
he uses in the book. 

The author succinctly summarises the population dilemma in the under- 
developed countries: with a rate of population growth of 1.5 to 2 per cent per 
annum, it is only possible to maintain per capita income by a saving of 4 to 6 per 
cent of national income, given a capital-output ratio of 3:1 to 4:1. What is more, 
many modern developments in medicine and hygiene tend to further increase 
the rate of population growth by reducing the deaths caused by abnormal factors. 
For example, in Ceylon control of malaria through p.p.t. doubled the rate of 
growth of population in a few years. The author argues that industrialization or 
urbanization by itself will not reduce the birth rates, and that such a reduction 
is dependent upon the acquisition of certain attitudes, which would in any case 
take long to be developed. The author examines the role of savings, investment 
and innovation in increasing per capita income. He favours investment in light 
consumer goods, medium and heavy industries in that sequence. He also makes 
out a case for international aid to enable underdeveloped countries to break the 
vicious circle of poverty—inadequate savings to cope with population growth- 
poverty, which characterises underdeveloped economies. It may be added that 
his estimate of the capital imports required is much lower than that of the u.N. 
experts in Measures for the Economic Development of Under-developed Countries. 

The author’s analysis of the population dilemma is illuminating, particularly 
his treatment of population growth and economically active population. When, 
however, he goes beyond this sphere to deal with the problem of under-develop- 
ment and its solution, his analysis falls far short of expectations. This is essentially 
due to the lack of a theory of growth from which practical measures can be 
deduced. 

The author has had considerable experience of practical work in international 
organizations, and he suggested various ad hoc measures to solve the problem of 
under-development. These, one may say, are traditional, referring particularly 
to the lack of complementary capital goods in an under-developed economy, 
which is to be made good by increased savings or capital imports. 

This approaches the problem from the wrong end. What inhibits the process 
of growth in underdeveloped economies is the lack of sufficient wage-goods to 
give employment to those unemployed or disguisedly unemployed. What is 
necessary to increase the pace of development is a sufficient surplus of wage-goods 
to enable the employment of these persons. In India this has been proved to be 
so both in a negative way and a positive way. In 1953-54, when food production 
(which of course, is only one component of wage-goods) suddenly shot up, it was 
possible to increase substantially the rate of investment in the economy. On the 
other hand, in 1955-56 and later, when food production went down or remained 
steady, it was found difficult to maintain the rate of investment without adverse 
effects on the economy. 
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This process of reasoning leads to two conclusions which Mr. Belshaw appears 
to ignore: the rate of development depends upon the growth of a wage-goods 
surplus in the economy; the creation of a wage-goods surplus would justify in- 
vestment in latest techniques. 

The problem of development of the u.k., the u.s.A. and the vu.s.s.R. also illus- 
trates the essentials of the above argument, though none of these countries had 
a population problem to face as the underdeveloped countries of to-day have. 
In the u.k. the necessary surplus was created by the enclosure movement, and Jater 
by the repeal of corn-laws. In the u.s.a., the opening of the west enabled a constant 
surplus to be created. In the vu.s.s.r. the surplus was forcibly created by the 
organisation of collectives and compulsory levies on them. 

It is essential therefore to look on the problem of under-development as a 
whole, and not to provide remedies which are intended to patch up particular 
gaps. The agricultural programmes which the author commends are steps in the 
right direction; the utility of the other measures suggested by the author is less 
clear; as Galenson has argued, the use of advanced technique is essential to 
provide a break through for underdeveloped countries. 

The book provides an interesting analysis of the population problem, with a 
summary and summing-up of the recent literature on population theory. It gives 
a discussion of the role of savings and investment in underdeveloped economies, 
and provides some novel thoughts on the role of innovations. The book is well- 
organised and lucidly written, and should prove useful to population planners. 


Unesco Research Centre for Southern Asia, C. N. VAkIL 
Calcutta (India ) 


Mark Braue. Ricardian Economics: A Historical Study. New Haven 
1958. Yale University Press. x, 269 p. $5.— 


**Ricardo’’, wrote Keynes in the General Theory, ““conquered England as com- 
pletely as the Holy Inquisition conquered Spain’’—a dictum which was based 
on the assumption that Say’s Law constituted the essence of Ricardo’s system. 
Other economists, Schumpeter for example, arguing on the assumption that 
Ricardo’s theory of value constituted the essence of his system, have suggested 
that his ‘‘conquest’’ was in fact a very limited one indeed, and that economics 
had already begun to move on to a new course by the early 1830’s. Dr. Blaug’s 
excellent book, one of the first to attempt a detailed survey of the ideas and develop- 
ment of the Ricardian school, rejects the assumptions of both these groups of 
antagonists. ‘““The heart of the Ricardian system’’, he affirms, ‘‘consists of the 
proposition that the yield of wheat per acre of land governs the general rate of 
return on invested capital as well as the secular changes in the distributive shares”’ 
(p. 3). If we judge economic theories according to their acceptance or rejection 
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of this proposition, then, we will find that “‘in this sense, the theories of Ricardo 
did exert an overwhelming influence on British economic thought throughout 
the period from Waterloo to the Franco-Prussian War’’ (p. 3). 

Those of us who have participated in the controversy over the proper meaning 
of ‘‘Ricardian economics’’ certainly owe Dr. Blaug a debt of gratitude for the 
painstaking way in which he has clarified a number of the issues involved. His 
account is balanced and fully documented, and even those who disagree with 
his central thesis will rise from a reading of his book with a heightened under- 
standing of why they disagree. Dr. Blaug admits that by 1827 “‘every leading 
writer denied the Ricardian maxim that ‘profits depend on wages’ except as a 
truism about relative shares’’ (p. 61); that by 1830 “‘the avowed partisans of 
Ricardo had all but disappeared”’ (p. 62); that by 1835 “‘the Malthusian theory 
of population was, if not repudiated, so decisively shorn of its short-run implica- 
tions that virtually nothing was left of it’? (p.111); that ‘‘Ricardo’s theory of 
value was never adequately expounded or defended by any of his followers’ 
(p. 2); that John Stuart Mill ‘‘only succeeded in upholding an emasculated 
version of Ricardo’s system while yielding to the anti-Ricardians on a number 
of crucial analytical questions’’ (p. 167); and that Cairnes “‘repudiated much 
that was central to Ricardo’s system’’ and defended Ricardo only ‘‘from a desire 
to stem the tide of shallow empiricism which was sweeping over contemporary 
economic thinking”’ (p. 220). Nevertheless, in spite of all this, it is quite true, as 
Dr. Blaug puts it, that “‘the Ricardian emphasis on economic growth and the 
changes in the distributive shares so permeated economic thinking in the period 
that even those who revolted against Ricardo’s authority in fact accepted its 
essential outlook’’ (p.226). These are indeed the facts, and Dr. Blaug has stated 
them very fairly: whether they should be regarded as constituting a victory or a 
defeat for Ricardo seems to be quite largely a matter of taste. 

It is also, however, a matter of the proper interpretation of Ricardo’s own 
doctrine. Dr. Blaug’s interpretation is subtle and original, but I think that in 
part it may be open to question. In particular, it seems to me to be going rather 
too far to argue that Ricardo derived his theorem about profits and wages from 
his concept of an invariable measure of value. Admittedly it is possible to “‘rescue”’ 
Ricardo, as Dr. Blaug does, from certain apparent inconsistencies if one assumes 
that he constantly had in mind a yardstick of measurement of a particular type, 
but I find it hard to believe that the essence of his major propositions on distribu- 
tion was quite as closely connected with this yardstick as Dr. Blaug maintains. 
Also I feel that Dr. Blaug underestimates the extent to which Ricardo’s theory 
of value determination was linked with his theory of distribution: in the Principles, 
after all, the elements of the latter were developed in the context of a critique of 
Adam Smith’s idea that the labour theory of value ought to be relegated to 
primitive times. 

But these are relatively minor criticisms of a very worth-while book, in which 
both the specialist in this period and the non-specialist wil! find much of great 
interest. Particularly welcome is Dr. Blaug’s constant reference to the effect of 
observations of empirical data regarding population growth, corn prices, etc., 
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in discrediting some of Ricardo’s hypotheses. His remarks on the question of the 
*‘general glut’’, too, seem to me to be especially good, giving prominence as they 
do to the “‘Physiocratic’’ character of Malthus’s ideas. And how refreshing it is 
to see Harriet Martineau coming into her own again, with a chapter all to herself! 


University of Glasgow (United Kingdom) Ronatp L. MEEK 


Grecory C. Cuow. Demand for Automobiles in the United States. (Con- 
tributions to Economic Analysis xm.) North-Holland Publishing 
Company. Amsterdam 1957. XI, 110 p. hfl. 10.- 


Here indeed is an interesting problem; how to reconcile tail fins with econo- 
metrics, how to explain the purchase of these gleaming, multi-coloured monsters, 
which hurtle along American highways, symbols of status and affluence and 
incidental purveyors of death and destruction. The author starts with the pure 
theory of consumer behaviour, straight from the masterly hands of Hicks and 
Samuelson, adds a dash of Friedman, plus a contribution of his own, and fits a 
variety of demand functions to empirical data for the automobile era of 1920 
to date. He ends up with an almost embarrassing variety of demand functions, most 
of which seem to perform fairly well, and so, like the car purchaser, he has to make 
a choice between not too dissimilar products. Indeed it seems only appropriate, 
with reference to the existing structure of the American automobile industry, that 
in a chapter entitled ‘‘Purchase Models’”’ the author’s problem is to select one 
from three. It seems very doubtful, however, that the straightforward application 
of conventional statistical methods is a valid discriminatory device in this 
instance. 

The application of existing demand theory to durable goods requires that the 
arguments in the utility function be interpreted as planned consumption, as 
distinct from planned purchases. If they were taken as purchases, they would 
be influenced by variations in the quantities already owned. The author makes 
two further important assumptions. The first is the Friedman assumption that 
consumption is a constant fraction of income, where income is defined as the 
maximum amount an individual can consume during a period without reducing 
his wealth. The second assumption is designed to give recognition to the fact 
that durable goods are one form of assets. “‘Consider three kinds of assets, money, 
consumer durables, and securities. Our hypothesis is that the consumer desires 
to keep a constant ratio between the total value of his durable holdings and his 
stock of money. This hypothesis is expected to be better than the hypothesis of 
a constant ratio between the total value of the individual’s durables and his total 
wealth, since the latter relationship is not invariant with respect to the rate of 
interest”’ (p. 17). 

A simple aggregative demand function consistent with the existing theory is 
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X= fpr (1) 
where 


X= per capita stock of passenger cars on December 31 in the United States, 
measured in “‘new car equivalents”’ (p. 30/31); 
= constant; 
p = relative price index of cars; 
I = income. 


Experiments with disposable and expected income respectively give coefficients 
of determination of 0.898 and 0.948, which lead the author to conclude ‘““The 
existing theory of consumers’ demand has been found to be satisfactory when 
applied to the demand for automobile ownership in the United States, while 
‘expected income’ has turned out to be a better measure of income than the 
traditional disposable personal income”’ (p. 39). The latter part of this conclusion 
is based on the difference between two partial correlations, but though such tests 
are used repeatedly throughout the volume, the author nowhere faces up to the 
difficulties involved in applying such tests to aggregative time series analyses nor 
does he look for any of the danger signals, such as autocorrelated residuals. 

Complications set in when the alternative theory (asset ratio hypothesis) is 
introduced. This is done by adding the stock of money, M, as an additional 
variable to the demand function (1) above. The difficulty is that when disposable 
personal income is used in the statistical analyses the alternative theory seems to 
be “‘superior’’ to the existing theory, while when expected income is used the 
position is reversed, so that we end up in the air. In view of the unsolved statistical 
difficulties here in judging which hypothesis is superior, the author is probably 
wise in not paying too much attention to such differences as he finds, and we may 
go some way with his assertion that “‘... the conclusion cannot be avoided that 
both are promising theories of the demand for durables’’ (p. 48). 

A very interesting chapter on “Purchase Models’? examines the results of 
different assumptions about the degree of substitutability between one-year-old 
cars and the rest of the car stock and also explores assumptions about dynamic 
adjustment towards equilibrium stocks and about the impact of current savings 
on new purchases. This is followed by a useful concluding chapter, which gives 
a comparative survey of studies by Roos and Szeliski and Farrell. 


University of Wisconsin, Madison (U.S.A.) J. JoHNsTON 


Rosert DorFMAN, PAut A. SAMUELSON and RoBERT M. SoLow. 
Linear Programming and Economic Analysis. London 1958. McGraw- 
Hill. 525 p. 77s. 6d. 


Linear programming was born with the claim that it opened up an entirely 
new way of looking at resource allocation which bore little relationship to existing 
economic theories. Gradually it was discovered that the ties were closer than at 
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first supposed; that linear programming carried on in effect where the principles 
of neo-classical marginal analysis had left off—as for instance when choices 
occurred between producing something or nothing at all of various commodities. 
The facts, moreover, that the ‘“‘efficiency prices’’ of linear programming were 
glorified scarcity rents and that they permitted new insights into some classical 
problems, viz. of specialization in international trade, were emphasized as early 
as 1949 in some RAND reports on ‘‘Market Mechanism, and Maximization’’ by 
P. A. Samuelson. It was understood that these papers were to be chapters of a 
forthcoming book bringing to bear the new tool of linear programming on general 
economic analysis. This book has at length appeared. It is a weighty affair in- 
volving three authors, some 520 pages, and selling for no less than ro dollars. 

Needless to say, it is an excellent work. The reputation of each of the authors 
for pedagogical expertise requires no elaboration. The book being written in the 
broad style of American textbooks has the advantage in this case of keeping the 
ratio of figures, equations and tables to English text small for a serious work, and 
thus to make it much less frightful to the average reader. The organization of 
the text is straightforward. The introduction begins with a historical sketch and 
an outline. ‘‘Basic Concepts”’ are introduced by means of two elaborate examples: 
the diet problem (minimizing expenditure on a bundle of foods which meets all 
nutritional requirements) and the doctrine of comparative advantage. Next the 
two principal aspects of the linear programming approach are set forth in detail: 
the valuation of resources implicit in economic optima and the methods of finding 
the solution in a finite number of steps which exploit the principles of valuation 
(including the famous simplex method). These general ideas are elaborated, 
developed, and tested in a series of examples ranging from transportation, the 
theory of the firm, Leontief systems, and the theory of games, to general equi- 
librium and welfare economics. The most original contributions are contained 
in the chapter on ‘‘Efficient Programs of Capital Accumulation’’ which developes 
a fresh approach to economic dynamics. In particular it is investigated under 
what conditions and in what way the best achievement of a future objective 
assumes the course of a process of balanced growth. As an extra bonus the book 
contains an exposition of the elements of game theory and an introduction to the 
algebra of matrices (in an appendix). 

This book is without a question a standard work on its subject. While not 
entirely easy going, it presents the most readable serious introduction to date to 
the important and growing field of linear programming as applied to economic 
theory. 


Cowles Foundation for Research in Economics, Martin J. BECKMANN 
and Yale University, New Haven, Conn. (U.S.A.) 





562 BESPRECHUNGEN — COMPTES RENDUS — REVIEWS 


P.T. Ettswortn. The International Economy (revised ed.). New York 
1958. Macmillan. x1, 513 p. $6.75 


There are many requirements a textbook should satisfy in order to gain the 
mark “‘excellent’’. In the first place, there is the rather subjective requirement 
that it should be neither too thin nor too fat. In the second place, its language 
should be clear and its composition should be suited to the group of students for 
which it is meant. Finally, it should present a harmonious mixture of theory 
and practice. 

Concerning the first requirement, opinions on the optimal length of a book 
on international trade seem to be divided. When Harrod reviewed Meade’s 
Balance of Payments in The Economic Journal, his complaint was that it was too 
laborious. However, when Meade contributed to the same journal his review of 
Harrod’s small book on international trade, he criticised Harrod for having 
omitted so many important and essential parts of economic theory. Meade wisely 
suggested that the ideal size of such a book might be about 200 pages. 

At first sight Ellsworth’s revised edition of The International Economy, in which 
many paragraphs and chapters of the first issue have been condensed, but which 
still numbers 500 pages, does not stand the test of briefness. Fat books are the 
nightmare of any student for whom they are obligatory reading. Furthermore, 
their bulk often deters the serious reader from even beginning to study them. 

However, Ellsworth’s book contains much material on the history of inter- 
national trade, which, though useful, bears no special relation to the modern 
theory or practice of international economic relations. The omission of these 
paragraphs reduces the contents quantitatively by as much as 30%. 

Furthermore, this revised issue—like the previous one—devotes several chap- 
ters to general economic problems for the benefit of readers who are insufficiently 
acquainted with modern economic analysis. If we deduct these chapters too, the 
core of the book concerned with modern international economic problems may 
be considered to consist of about 250 pages, which is not excessive. 

Since any intelligent student will be able to pick out the parts he really needs 
and leave what may be superfluous, the advantage of this book is that it may be 
used by a rather large group of students, comprising the advanced as well as the 
less advanced. 

The second requirement we put forward was clarity. In this connection 
consideration must be given to the entirely new chapter on the impact of factor 
proportions and factor prices upon international trade. Much has recently been 
written on this subject in various economic papers, and the problem can hardly 
be explained without the use of mathematical symbols. The author has neverthe- 
less succeeded in translating the complicated problem into clear textbook lan- 
guage, which is a really great achievement. 

Finally, in a textbook economic theory and economic practice should be well 
balanced. In Professor Ellsworth’s book the proportion is about 2:1. The practical 
parts refer especially to problems of international organisations such as E.P.U., 
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the Monetary Fund, the Sterling Area, etc. In these sections some minor errors 
have crept in. For instance, the European Economic Community does not have 
a transitional period of 12-14 years, but of 12-15 years (page 9). By 1957 Benelux 
had already realised the possibilities of free migration of capital and labour. 
(The book, on page 497, speaks of serious obstacles to this free movement.) There 
are a few more of such slips, which can hardly be avoided in a book covering so 
many different subjects. 

Personally, I think it an omission that, in textbooks like the one under review, 
attention is rarely paid to the structural changes which have taken place in world 
trade, during the last few decades, and which are quite remarkable as regards 
both the changing pattern of the composition of commodity trade and the geo- 
graphical distribution of world trade. In this connection, the annual reports of 
G.A.T.T., E.c.E. and other organisations contain a wealth of interesting analyses. 

To sum up, however, Ellsworth’s Jnternational Economy belongs to the “‘upper 
ten’’ in the field of textbooks. It has gained considerably by its revision and, even 
more than before, it may be classified as belonging to the small category of 
*‘excellent’’ textbooks. 


The Hague (Holland) J. WEMELSFELDER 


MILTon FRIEDMAN. A Theory of the Consumption Function. National 
Bureau of Economic Research. Princeton University Press, Princeton 


1957. XVI, 243 p. $4.75 


Professor Friedman addresses himself to a problem that has already attracted 
much attention since 1945, namely, the discrepancy between the slope of the 
short-run cyclical consumption function and the slope of the long-run secular 
consumption function; or, in terms of cross-section data, between the marginal 
propensity to consume exhibited by different income groups at one time and that 
exhibited by different samples from the same country at different times. Various 
hypotheses have been advanced to explain these apparent contradictions, of 
which the relative income hypothesis of Duesenberry and others is probably the 
most widely accepted. Professor Friedman, however, has a new hypothesis— 
according to which the whole difficulty is a purely statistical one. If we follow 
him we must believe that the “‘true’’ marginal propensity to consume is the same 
as the average propensity to consume and that all the evidence to the contrary 
is simply an illusion. 

His central argument runs as follows. We are to assume that each consumer 
unit’s current income (y) consists of two parts: ‘‘permanent”’ income (yp) and 
“‘transitory’’ income (y). Similarly current consumption (c) consists of cp and ¢z. 
Next assume that for a given group of consumer units ¢p is uniquely correlated 
with yp, so that cp = kyp. On this assumption the correlation coefficient Qc vy = 15 
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but the other correlation coefficients, 0 » Qc_c,, and gy ¢ are assumed equal to 
Ou uy Gene, Qu, e, 


zero. If, further, };=¢:= 0, it follows that =k (var yp/var_y), where 6 is the 
estimate of # in the regression equation c= « + By. Since k = ¢/j we can estimate 
both 6 and k from any available sample data and hence arrive at an estimate 
of var yp/var y, which Friedman calls P,. This is also an estimate of the income- 
elasticity of consumption at the sample mean. 

Friedman devotes some space to arguing the plausibility of the various as- 
sumptions made above; but the bulk of his book consists of so-called empirical 
tests of his hypothesis. In practice, these are not very convincing, despite the 
extreme ingenuity and persuasiveness of the argument. His argument runs roughly 
on these lines. Given that the permanent income hypothesis is true, then the 
data available from various samples can be used to compute estimates of the 
income elasticities of consumption, or P,. These are then examined to see whether 
they are of the right sort of size. If P, for one country is higher than for another 
it means that transitory components of income are less important in the first 
country. This in turn suggests that the people in the first country need to save 
less for reasons of uncertainty. So their value of k should be lower. This sort of 
test works well in some cases and badly in others. When it works well Friedman 
claims support for his hypothesis; when it works badly he is inclined to doubt 
the validity of the data. 

There is undoubtedly a small grain of truth in Friedman’s hypothesis. People 
do have an accepted standard of living (cp) which they try to maintain even when 
their income falls, and which they do not adjust upwards immediately when 
income rises. The evidence for this is particularly strong in the case of entre- 
preneurs, but it is probably true of all consumers to a greater or lesser degree. But 
there is no justification for making the assumption that cp is a constant proportion 
of so-called ‘‘permanent income’’. Friedman never clearly defines this concept 
and he admits that it cannot be measured directly. Nor is he justified in believing 
that “‘transitory’’ consumption is completely independent of “‘transitory”’ income. 
Empirical evidence shows conclusively that people who receive windfalls consume 
more. Friedman’s attempts to get round this awkward fact are not convincing. 

Professor Friedman has written a very stimulating and clever book but he 
has not succeeded in forcing the complexity of real life to fit happily into the 
structure of his oversimplified hypothesis. 


Oxford Institute of Statistics H. F. LyDAui 
(United Kingdom) 
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Joun Jewkes, Davip SAwWERs et RICHARD STILLERMAN. The Sources 
of Invention. Londres 1958. Macmillan. 440 p. 31s. 6d. 


I] est bien connu (et c’est 1a un fait trés important pour l’histoire de l’humanité) 
que le mouvement scientifique moderne est né dans le cerveau d’amateurs, c’est- 
a-dire d’hommes qui, non seulement n’appartenaient pas aux cercles des uni- 
versités et des clercs patentés, mais souvent au contraire étaient en opposition 
ou au moins en réaction contre eux: ni Descartes, ni Pascal, ni Diderot, ni La- 
voisier n’étaient des professeurs, et tout ce qu’ils ont apporté est en opposition 
avec l’enseignement officiel de leur temps. 

De méme, il est bien connu que la plupart des grandes découvertes du 
xIx® siécle ont été, elles aussi, le résultat d’efforts individuels fort mal reliés a 
la science universitaire. Par exemple, les deux étapes essentielles de la biologie 
au xIx® siécle, l’analyse des espéces et l’analyse de l’hérédité, furent franchies 
par deux amateurs, le premier Alexis Jordan cultivant un petit jardin a Villeur- 
banne, le second Johann Mendel, moine augustinien a Saint-Thomas-en-Brunn. 
Faraday, Edison, Papin, Ampére, Curie, autant de noms qui n’évoquent en rien 
les bons éléves de l’enseignement classique, les lauréats des grands concours et 
les docteurs de l’université. La liste est beaucoup plus longue des hommes du 
xix siécle qui ont acquis la gloire par la force de leurs initiatives individuelles, 
que de ceux qui la tiennent de la poursuite d’une brillante scolarité. Ainsi s’était 
pratiquement imposée une certaine conception, d’ailleurs obscure, du «génie», 
selon laquelle les grandes découvertes étaient le fait de dons personnels exception- 
nels, se révélant sans liens avec le milieu social environnant, et qui émerge par 
sa seule puissance intérieure, a la maniére d’un volcan sur les plateaux mexicains. 

Mais le xx® siécle commenga d’accréditer une autre conception de la décou- 
verte et du génie, selon laquelle le temps des individualités puissantes était lié 
a la naissance de la science, et selon laquelle, par suite, notre monde scientifique 
serait entré dans une seconde phase ou le réle des institutions, des associations, 
des universités, des entreprises commerciales, des «groupes» en un mot, effacerait 
celui des individus. On ne manquait pas d’exemples a l’appui de cette thése, et 
on ne manquait pas d’invoquer le volume des investissements et plus générale- 
ment des travaux qui deviennent nécessaires 4 la poursuite d’une réalité de plus 
en plus éloignée de l’homme réduit a son corps nu... Cyclotrons et piles atomiques 
venaient apporter en ce débat un choc émotionnel qui emportait l’opinion de 
beaucoup d’esprits... 

Cependant, aucune étude tant soit peu approfondie n’avait été faite sur cette 
importante question. On voit ainsi de grandes nations s’orienter, a grands frais, 
vers des procédés de recherche collectifs, nécessairement hiérarchisés et animés 
d’en haut par des directives administratives, ce qui est manifestement la con- 
damnation des «caractéres» anarchisants du genre de Karl Marx ou de Pasteur. 
Ces orientations administratives et budgétaires vers les grands groupes univer- 
sitaires, étatiques, ou commerciaux, sont-elles légitimes? Nous conduisent-elles 
a la fécondité ou a la stérilité, ou a quelle mixture des deux? Et ne doit-on pas 
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protéger dans une large mesure I’initiative du jardinier isolé, contre le dédain 
a priori certain et toujours redoutable de l’universitaire patenté? 

Telles sont les questions auxquelles le livre de M. Jewkes, professeur d’or- 
ganisation économique 4 |’Université d’Oxford, et de ses collégues, apporte de 
trés sérieux éléments de réponse. 

Leur enquéte révéle avec certitude que l’ére du chercheur isolé est loin d’étre 
clause. La seconde partie du livre, notamment, décrit V’histoire d’environ 50 
grandes découvertes et inventions récentes (par exemple la bakélite, le ppt, la 
péniciline, le radar, la télévision, les transitors, |’éclairage fluorescent). L’initia- 
tive du chercheur isolé, de l’amateur de génie 4 la maniére du x1x® siécle y 
apparait souvent seule victorieuse, et cela d’une maniére d’autant plus frappante 
qu’elle est en compétition avec la puissance a priori irrésistible d’organismes 
commerciaux ne ménageant ni le temps ni les dollars (voir par exemple les 
aventures presque merveilleuses de l’invention du procédé kodachrome et des 
disques microsillons, sans qu’il soit possible de citer ici les nombreuses autres 
histoires propres a enchanter le lecteur). 

Excellent livre donc, dont on doit recommander la lecture 4 nos chercheurs 
patentés et diplémés pourqu’ils oublient leurs patentes et leurs diplémes, et a 
nos jeunes gens pour qu’ils sachent que l’humanité offre toujours carriére en 
dehors de l’école et des concours, et que les grandes valeurs humaines sont tou- 
jours l’initiative et la volonté..., c’est-a-dire le gout et la force de se promener 
librement en dehors des «sentiers battus». 

Voici, pour terminer, quelques critiques d’importance tout a fait secondaire. 
J’aurais aimé trouver parmi les «case histories» plusieurs exemples de sciences 
humaines, y compris |’économie et la sociologie. Une étude systématique de la 
carriére des récents «prix Nobel» aurait intéressé le lecteur moyen. Enfin, |’en- 
thousiasme des auteurs pour leur propre thése, et plus généralement pour la con- 
ception individualiste de la vie humaine, me parait devoir inciter quelque peu 
le lecteur moyen a la défensive, et par conséquent nuire en quelque maniére a la 
force persuasive du livre. En particulier, il semble clair que la solution du pro- 
bléme de la recherche doit étre trouvée dans l’emploi simultané des méthodes 
collectivo-administrativo-planifiées et des méthodes spontanées individuelles. Sans 
doute les secondes sont-elles aujourd’hui beaucoup trop minimisées par les gou- 
vernements et par l’opinion publique, et les auteurs font une ceuvre importante 
en le prouvant; mais il ne faudrait pas que le plaidoyer pour |’un des deux candi- 
dats apparaisse comme un réquisitoire contre l’autre. 


Conservatoire National des Arts et Métiers, Paris JEAN FourRASsTIé 
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WILuiaM F. Kennepy. Humanist Versus Economist. The Economic Thought 
of Samuel Taylor Coleridge. Berkeley and Los Angeles 1958. University 
of California Press. 96 p. $2.- 


At the turn of the 18th century a wave of reaction swept over Europe. The 
Holy Alliance, return to monarchy, Malthusian population theory, historicism 
and institutionalism, and the romantic movement in literature and philosophy 
are all different manifestations of what was partly a reaction against the French 
Revolution. Some aspects of this fascinating and still rather neglected period 
have continued to exercise powerful influences still felt to-day. 

Coleridge was one of the leading figures in the romantic movement in England. 
Initially an enthusiastic supporter of the French Revolution, he ended up an 
equally enthusiastic supporter of Burke. Mr. Kennedy attempts to trace Cole- 
ridge’s influence on economic thought through Malthus, Mill, Marshall and 
Keynes. 

Economics has, almost inevitably, a radical-utilitarian bias, in the sense that 
its method forces it to separate ends from means, and to concentrate on the most 
‘efficient’? promotion of “‘given’’ ends. Efficiency, in this sense, obviously does 
not imply egoism or materialism or neglect of the “‘higher values’’. But it does 
presuppose a sphere of pure means which are entirely neutral, and not themselves 
affected by valuations. For if means were impregnated by valuations, the whole 
means-ends model would collapse and nothing could be said about the efficient 
allocation of resources. Each possible allocation would have to be valued sepa- 
rately. 

My impression would have been that this is at the core of the difference 
between the economists and their humanist and religious critics. But this im- 
pression is shaken when Mr. Kennedy writes: ‘“The humanistic approach, there- 
fore, meant for Coleridge exploration of the meaning and values of life that lie 
beyond the conceptions of the understanding [in Kant’s sense, viz. Verstand], 
and discovery of the ends of life. The healthy intellect, he held, will first establish 
the ends of reason [ Vernunft] and then use the understanding (including, under 
this heading, economic analysis, for example) as a tool, as a means to the end”’ 
(p.10). On this argument, no conflict between economists and humanists arises. 

Mr. Kennedy identifies the utilitarian aspect of economics with Benthamism, 
and condemns it. The other side, which stresses the way in which the pursuit 
of ends affects the means—particularly if they are human beings with immortal 
souls—, he calls Coleridgism or humanism, and he commends it. Coleridge and 
Bentham, like the leaders of two opposing teams of demons, struggle in the breasts 
of Mill, Marshall, and Keynes: ‘‘Keynes saw that he had in his thinking two 
sorts of ideas on ultimate things, Benthamism and Coleridgism, which were 
powerful forces for social good or evil’? (p. 70). 

Mr. Kennedy deplores the fact that those who criticized capitalist laissez-faire 
for its destructive effects on aesthetic, moral and human values, for forgetting 
the conditions of work over its results, for calculating the price of everything and 
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knowing the value of nothing, tended to become socialists. He believes that 
“‘progress can be made to the extent that the humanist does a constructive job 
of delineating values and establishing their meanings, and the economist remains 
receptive to what the humanist is doing”’ (p. 77). 

Mr. Kennedy’s stimulating treatment suffers from a lack of precision. A high- 
minded tone pervades the essay; a “‘mechanic, empirical, anti-metaphysical 
philosophy”’ is contrasted with one that is ‘creative, reflective and metaphysical”’; 
any criticism of exaggerated materialism is ‘‘Coleridgean’’; but ‘“‘Coleridgism”’ 
or humanism are nowhere rigorously defined. (““To the humanist the supreme 
value is not increases in national wealth and income or even their more just 
distribution, but that each person have the opportunity to work out his own 
salvation, that is, to know and to attain, so far as he can, the good life’”’ [p. 19]. 
To whom is an increase in national wealth the supreme value?) The word 
“‘spirit’’ is used to link Coleridge’s “‘spiritual’’ theory of the trade cycle, in which 
religious spirit is invoked to check commercialism, with Keynes’ animal spirits 
of the investor. 

Mr. Kennedy also fails to distinguish sufficiently clearly between the influence 
of what Coleridge wrote and general parallels of thought. All similarities are used 
to establish influences. Thus Coleridge is made responsible for too much (and 
the use of ‘‘Coleridgism’’ does not improve matters), so that a lurking suspicion 
remains with the reader that Mill was not entirely wrong when he said that on 
political economy Coleridge wrote “‘like an arrant driveller’’ and ‘‘that it would 
have been well for his reputation, had he never meddled with the subject’. 


Balliol College, Oxford (United Kingdom) PauL STREETEN 


FRANCESCO KNESCHAUREK. Die nationale Buchhaltung unter Beriick- 
sichtigung ihrer Anwendungsméglichkeiten in der Schweiz. Ziirich 
und St. Gallen 1958. Polygraphischer Verlag. 212 S. sFr. 27.45 


Der Verfasser des vorliegenden Werkes hat sich bereits in seinen friiheren 
Arbeiten iiber eine bemerkenswerte Begabung ausgewiesen, statistisches Zahlen- 
material durch geschickte Verbindung mit theoretischen Erkenntnissen auszu- 
werten und zur Durchleuchtung konkreter Wirtschaftsprobleme einzusetzen. Bei 
so ausgesprochener Neigung zu praktischer Anwendung von Theorie und Sta- 
tistik ist es denn auch nicht verwunderlich, dass sich Dr. Kneschaurek im Laufe 
seiner weiteren Forschungstatigkeit der nationalen Buchhaltung und insbesondere 
den ihr innewohnenden Méglichkeiten zu praktischer Wirtschaftsanalyse zu- 
gewandt hat. Tatsachlich geht es denn auch dem Verfasser in dieser Arbeit, mit 
der er sich an der Handels-Hochschule St.Gallen habilitiert hat, nicht so sehr 
um die Darstellung von Aufbau und Erfassungsmethoden der nationalen Buch- 
haltung oder um die in ihr steckenden didaktischen Méglichkeiten, als vielmehr 
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darum, zu zeigen, in welch vielfaltiger Weise sich die von der nationalen Buch- 
haltung ermittelten Zahlen zur Durchleuchtung von Wirtschaftsstruktur und 
Wirtschaftsprozess eines Landes verwenden lassen. 

In einer kurzen Einleitung weist Kneschaurek, nachdem er die Entwicklung 
der nationalen Buchhaltung gestreift hat, auf die Tatsache hin, dass die nationale 
Buchhaltung keineswegs die einzige Form volkswirtschaftlicher Gesamtrechnung 
darstelle und deshalb auch nur einen bestimmten Bereich der volkswirtschaftlich 
relevanten Vorgange erfasse. Die nationale Buchhaltung sei vielmehr zu erganzen 
durch die Ermittlung der interindustriellen Beziehungen (Input-Output-Rech- 
nung) sowie durch Aufzeichnung der rein monetaren und finanziellen Trans- 
aktionen in der Form der « Money-flow»-Statistik. Der Verfasser aussert die Ab- 
sicht, sich in zwei weiteren Arbeiten mit diesen beiden Rechnungssystemen zu 
befassen. Es ware in diesem Zusammenhange sehr wertvoll gewesen, die aller- 
wichtigsten Beziehungen zwischen den entscheidenden Sektoren einer Volkswirt- 
schaft, die rein monetaren Bewegungen sowohl als auch die der Giiter- und 
Dienstleistungen, an Hand eines einfachen Schemas, bildlich darzustellen. Zu- 
gleich hatten damit der logische Zusammenhang wie auch die Unterschiede 
zwischen der nationalen Buchhaltung, der Input-Output-Rechnung und der 
Geld- und Kreditrechnung aufgezeigt werden kénnen. Der Ausdruck «nationale 
Buchhaltung » ist ja insofern irrefiihrend, als er in Analogie zur Unternehmungs- 
buchhaltung samtliche Transaktionen einer Volkswirtschaft zu umfassen scheint. 

Der erste Teil des Buches gilt der Darstellung des Systems der nationalen 
Buchhaltung, wie es im Laufe der Nachkriegszeit durch Statistiker und Okonomen 
verschiedenster Lander, zum Teil im Rahmen der OEEC, in enger Zusammenarbeit 
entwickelt worden ist. Die Aufgliederung der gesamten Volkswirtschaft in ver- 
schiedene Sektoren, die Erfassung der einzelnen Transaktionen zwischen diesen 
Sektoren in verschiedenen Kontenarten usw., all dies wird teils mit einfachen 
Zahlenbeispielen, mehrheitlich jedoch mit Hilfe von Zahlen illustriert, die der 
nationalen Buchhaltung der Vereinigten Staaten fiir das Jahr 1955 entnom- 
men sind. 

In den beiden folgenden Teilen wendet sich Kneschaurek seinem Haupt- 
anliegen, der Untersuchung und Darstellung der wirtschaftsanalytischen Aus- 
wertungsméglichkeiten der nationalen Buchhaltung, zu. Bereits die einfache 
Beobachtung zeitlich aneinandergereihter Daten, wie sie im zweiten Teil fiir die 
Vereinigten Staaten in der Zeit von 1929 bis 1955 dargelegt werden (Entwicklung 
des Produktionsvolumens‘und der Produktionsstruktur, des Volkseinkommens 
und seiner Schichtung usw.), lasst interessante Einblicke zu, lasst auch schon 
gewisse Beziehungen und Zusammenhange zwischen einzelnen Gréssen erkennen. 
Dies wird am Beispiel der Konsumfunktion und Verbrauchsneigungen fiir ver- 
schiedene Giiterarten in den usa naher gezeigt. Interessant sind sodann in diesem 
Teil die Ausfiihrungen Kneschaureks zur Frage, wieweit sich die nationale Buch- 
haltung zur Erfassung des Konjunkturverlaufs eignet. Er zeigt, dass sie zwar den 
Tatbestand der Schwankungen eindriicklich festzuhalten vermag, den Prozess- 
verlauf selbst jedoch nicht ergreift. Der Verfasser geht dabei auch auf die Diskus- 
sion ein, die sich nach dem Erscheinen von Jéhrs Werk Die Konjunkturschwankungen 
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iiber die Notwendigkeit einer Identitat der Begriffe Sparen und Investieren ent- 
spann, wobei iiberzeugend dargelegt wird, dass der Unterschied zwischen der 
Robertson-Jéhrschen Konzeption und jener der Keynesschen Schule lediglich auf 
einer unterschiedlichen Periodenabgrenzung beruht, dass somit logisch beide 
Versionen haltbar sind, sich jedoch die Begriffe, wie sie von Jéhr in Anlehnung 
an Robertson verwendet werden, in der nationalen Buchhaltung leider nicht 
empirisch verifizieren lassen. Mit Recht weist er in diesem Zusammenhange auf 
die grosse Bedeutung der monetaren und kreditéren Bedingungen fiir den Kon- 
junkturverlauf hin, die von der nationalen Buchhaltung vollig vernachlassigt 
werden, und leitet daraus die Notwendigkeit ab, die nationale Buchhaltung durch 
eine monetaére Rechnung zu erganzen. Hierzu ist allerdings zu sagen, dass die 
bisherigen Ergebnisse der « Flow-of-Funds»-Statistik des Federal Reserve Board, 
der bisher umfassendsten Geldkreislaufrechnung, im Hinblick auf die Klarung 
konjunktureller Probleme eher enttauscht haben. 

Der dritte Teil ist iiberschrieben: « Die Anwendungsméglichkeiten der natio- 
nalen Buchhaltung als analytisches und wirtschaftspolitisches Instrument». Dieser 
Titel scheint mir etwas irrefiihrend zu sein. Das analytische Instrument, das 
Kneschaurek in diesem Teil behandelt, ist namlich effektiv nicht die nationale 
Buchhaltung, sondern ein makroékonomisches Modell, welches Tinbergen durch 
Verschmelzung des «Income-approach» Keynesscher Pragung mit dem tradi- 
tionelleren « Price-approach» entwickelt und zusammen mit anderen Forschern 
zur Analyse der hollandischen Wirtschaft ausgebaut hat. Der theoretische Unter- 
bau des Modells verschwindet denn auch in Kneschaureks Darstellung etwas allzu 
sehr, so dass ich mich frage, ob die mit den hier angewandten Methoden nicht 
vertrauten Leser die Grundstruktur dieses analytischen Arbeitsinstrumentes zu 
erfassen vermégen, und ob man nicht wenigstens einige Quellen hatte angeben 
sollen, an Hand derer sich die interessierten Leser selber hatten iiber den Auf- 
bau des Modells orientieren kénnen (etwa Tinbergens Einfiihrung in die Okonometrie 
oder On the Theory of Economic Policy). 

Sehr eindriicklich und klar behandelt Kneschaurek die Anwendungsméglich- 
keiten des Modells, sei es zum Zwecke der Prognose der kiinftigen Wirtschafts- 
entwicklung auf Grund von geschatzten Datenanderungen, sei es zur Ermittlung 
der Auswirkungen bestimmter wirtschaftspolitischer Massnahmen. Zweifellos 
wird in diesem Zusammenhange von manchen Lesern der Einwand erhoben 
werden, die Ausfiihrungen Kneschaurcks zeigten, dass die Errichtung einer natio- 
nalen Buchhaltung die Tendenz habe, zu zentralistischer staatlicher Wirtschafts- 
lenkung iiberzuleiten. Es ware vielleicht zweckmassig gewesen, wenn der Ver- 
fasser sich hierzu kurz geaussert hatte, zumal die in dieser Hinsicht nicht gerade 
gliickliche Analogie, welche er zwischen dem Betriebsbudget und der Anwendung 
der nationalen Buchhaltung zur volkswirtschaftlichen Planung aufstellt, solche 
Leute in ihrem Verdacht bestarken mag. 

Kneschaurek kommt am Schluss seiner Untersuchungen zum Ergebnis — etwas 
anderes war ja wohl auch nicht zu erwarten -, dass eine nationale Buchhaltung 
nicht nur ein sehr niitzliches, sondern im Hinblick auf die Wahl und Vorbereitung 
wirtschaftspolitischer Massnahmen unerlassliches Instrument sei. Vor allem werde 
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die Wirtschaftsanalyse in der Schweiz durch das Fehlen einer derartigen Statistik 
erheblich behindert. Die nationale Buchhaltung sei daher in der Schweiz so rasch 
als méglich auszubauen. Dazu hat nun der Verfasser selbst wertvolle Vorarbeit 
geleistet, legt er doch im folgenden den Grundriss einer schweizerischen nationalen 
Buchhaltung fiir die Jahre 1951 bis 1955 vor, in dem ausserordentlich wertvolles 
Zahlenmaterial zusammengetragen worden ist. Dieser Grundriss und die Er- 
lauterungen hierzu, die aufschlussreiche Angaben iiber die Wirtschaftsstruktur 
und Wirtschaftsentwicklung der Schweiz enthalten (eventuell zusammen mit der 
Reihe interessanter Reaktionsbeziehungen, welche der Verfasser selbst im 13. Ka- 
pitel fiir die Schweiz ermittelt hat), hatten die Abtrennung eines besonderen 
vierten Teils durchaus gerechtfertigt. Der Aufbau des ganzen Werkes hatte da- 
durch zweifellos an Klarheit gewonnen. So lauft nun die Arbeit gleichsam in 
diesem wie ein Anhang zu den vorangegangenen Ausfiihrungen wirkenden Kapi- 
tel iiber die Schweiz ohne festen Abschluss aus. 

Schliesslich sei noch auf einige Kleinigkeiten hingewiesen: 1. Auf S.50/51 sind 
offenbar die Uberschriften der Tabellen 7 und 8, «Einkommensverteilung» und 
« Einkommensredistribution», vertauscht worden. 2. Auf S.151 sollte die Uber- 
schrift von Abbildung 25 wohl lauten: «Die Relation zwischen Brutto-Sozial- 
produkt und Beschaftigung in den usa». 3. Auf S.178 sollte angegeben werden, 
dass die dort angefiihrte Ziffer der Geldmenge nur die Sichtguthaben bei 62 Ban- 
ken und nicht bei samtlichen Banken enthalt, wodurch sie 1955 beispielsweise 
um rund 800 Mio Fr. (nach Abzug der Kasse der Banken) héher ausfallen wiirde. 

Die wenigen kritischen Bemerkungen, die hier vorgebracht worden sind, ver- 
mégen jedoch keineswegs den Eindruck zu beeintrachtigen, dass es sich hier um 
ein interessantes und sehr anregendes Werk handelt, wertvoll vor allem durch 
den Mut, mit dem es versucht, von rein theoretischen Uberlegungen hinweg zur 
praktischen Anwendung und Auswertung der in einer nationalen Buchhaltung 
steckenden Méglichkeiten zu gelangen. Dabei ist es in einem leicht verstand- 
lichen, fliissigen Stil geschrieben und wird durch zahlreiche saubere und an- 
sprechende graphische Darstellungen und ausserst geschickt zusammengestellte 
Zahlentabellen illustriert. Vor allem der Nationalékonom, der sich mit Problemen 
der Wirtschaftsanalyse und der Wirtschaftspolitik zu befassen hat, wird das Werk 
als Bereicherung seiner Handbibliothek willkommen heissen. 


Kiirich (Schweiz) Joun R. LADEMANN 
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HernricH Kine. Streiflichter zur schwetzerischen Wirtschaftspolitk. (Ver- 
6ffentlichungen der List Gesellschaft «Stimmen der Praxis», Band 1.) 
Zweite, erweiterte Auflage. Kyklos-Verlag, Basel, und Mohr (Paul 
Siebeck), Tiibingen 1958. 239 S. 9.80 pM 


Es gibt auch heute noch Praktiker, welche ihre Gedanken und Erkenntnisse 
einer weiteren Offentlichkeit vorlegen. Von ganz besonderem Wert sind derartige 
Ausserungen, wenn sie nicht vom wissenschaftlichen Sekretar ausgearbeitet sind, 
sondern eigener Uberlegung entspringen. Die List Gesellschaft hat es sich zum 
Ziel gesetzt, durch ihre neue Sonderreihe «Stimmen der Praxis» dem Praktiker 
ein breiteres Gehér zu verschaffen und seine Erfahrung als Quell neuer Er- 
kenntnisse dem Wissenschaftler nahezubringen. 

Als Leiter der Genossenschaftlichen Zentralbank in Basel und derzeitiger 
Prasident des Verbandes schweizerischer Konsumvereine hat sich Dr. h.c. Hein- 
rich Kiing nicht nur mit den bankgeschaftlichen Aufgaben, sondern auch mit 
mannigfaltigen wirtschaftlichen und sozialen Fragen auseinanderzusetzen. Auf- 
satze, Vortrage und Prdasidialadressen sind die Frucht dieser Arbeit, von denen 
eine Auswahl im vorliegenden Band vereinigt ist. 

In einem ersten Abschnitt werden allgemeine Probleme der Wirtschaft be- 
handelt. Es folgen Beitrage, die unter den Titeln «Wahrung, Geldmarkt, Kapital- 
markt» sowie « Kleinkredit und Konsumentenkredit » zusammengefasst sind und 
in denen Probleme, mit denen sich der Verfasser als Leiter einer Bank auseinander- 
zusetzen hat, zur Sprache kommen. Es ist ein besonderes Anliegen des Autors, 
der Sache der Genossenschaften zu dienen. Ein umfangreicher Abschnitt ist 
genossenschaftlichen Problemen gewidmet, wobei nicht eine einseitige Inter- 
pretation der genossenschaftlichen Ideologie gegeben wird, sondern die Funktion 
der Genossenschaften — hineingestellt in die grossen wirtschaftlichen Zusammen- 
hange — aufgezeigt wird. 

Von besonderem Interesse sind die konjunkturpolitischen Betrachtungen. 
Auch hier betrachtet der Verfasser die gesamtwirtschaftlichen und politischen 
Aspekte, wohl wissend, dass einseitige Interessenpolitik das Verstandnis fiir den 
anderen und fiir die allgemeinen Zusammenhange verlieren lasst und dass nur 
ein alle Seiten beriicksichtigendes, massvoll ausgleichend wirkendes Vorgehen 
die lebensnotwendigen Grundlagen einer Volkswirtschaft zu erhalten vermag. 

Alles in allem: Aus dieser Stimme der Praxis werden die Wissenschaftler — 
insbesondere die « Modelischreiner» unter ihnen — niitzliche Erkenntnisse ber 
die Realitat ziehen. Politiker und Manager werden darauf hingewiesen, dass 
riicksichtsloses Abgraben des Wassers auf die eigene Miihle, das zunachst viel- 
leicht mit gewissen Vorteilen verbunden ist, auf lange Sicht gesehen auch fiir 
die von ihnen vertretene Interessengruppe von Schaden sein muss. 


Basel (Schweiz) ETIENNE HERITIER 
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Francois Le Lionnais (Hg.). La méthode dans les sciences modernes. 
Paris 1958. Editions Science et Industrie. 344 S. fFr. 3000.- 


Das vorliegende Sonderheft der franzésischen Monatszeitschrift fiir Unter- 
nehmensfiihrung und -organisation, Travail et Méthode, ist einem kritischen Uber- 
blick iiber Methodenprobleme der Formal- und Realwissenschaften gewidmet. 
Es enthalt ausser einer Reihe von Abhandlungen iber spezielle Methoden ein- 
zelner Wissenschaften und Wissenschaftsgruppen einige Aufsatze allgemeineren 
Inhalts, die sich mit Problemen der Wissenschaftslogik, der Heuristik, der wissen- 
schaftlichen Fachsprache und mit den sozialen und 6konomischen Grundlagen 
der Forschung und der Koordination und Zusammenarbeit im Bereich der 
Wissenschaft befassen. Ausser der Einleitung und den verbindenden Zwischen- 
texten des Herausgebers sind 37 relativ kurze Aufsatze (zwischen 2 und 16 Seiten 
umfassend) zu zahlen. 

Man kann die in diesem Werk zum Ausdruck kommende methodologische 
Einstellung vielleicht am besten dadurch kennzeichnen, dass man sie mit der 
im folgenden charakterisierten Anschauung kontrastiert, die besonders im deut- 
schen Sprachbereich haufig anzutreffen ist: Erstens wird hier im allgemeinen 
eine mehr oder weniger scharfe Trennung von Natur- und Geisteswissenschaften 
postuliert, wobei die Anwendung mathematischer Methoden im Bereich der 
letzteren oft als unfruchtbar gilt. Zweitens sind die Vertreter der einzelnen 
Disziplinen oft geneigt, deren theoretische Autonomie nach MOglichkeit aufrecht- 
zuerhalten, indem sie gewisse fiir ihre Problematik relevante Tatbestande in die 
« Daten» verweisen und sich fiir ihre Analyse unzustandig erklaren. Schliesslich 
wird eine Beschaftigung mit Methodenfragen vielfach an sich fiir zweitrangig oder 
sogar unfruchtbar gehalten. Die Konsequenz ist, dass Grundlagen- und Grenz- 
probleme der Einzelwissenschaften, Probleme, die oft nicht in die traditionelle 
Gliederung der betreffenden Fachgebiete passen, unter den Tisch fallen. 

Von einer solchen Einstellung ist in den Artikeln des vorliegenden Werkes 
nichts zu spiiren. Schon der erste Beitrag (Frangois Russo, «Le systéme des 
sciences et des techniques et l’évolution de la classification des sciences») wendet 
sich gegen Autonomieanspriiche einzelner Disziplinen, die dazu fiihren, dass man 
der Interdependenz der Phanomene verschiedener Forschungsbereiche nicht ge- 
niigend Rechnung tragt. Armand Cuvillier («Conditions d’une sociologie scien- 
tifique») beginnt seine Analyse mit einem Angriff auf die methodologisch akzen- 
tuierte Unterscheidung von Natur- und Geisteswissenschaften, die in gewissen 
Kreisen zum Dogma geworden sei, und setzt ihr die Durkheimsche Devise ent- 
gegen, dass man die sozialen Fakten wie Dinge behandeln miisse, eine Forderung, 
die lediglich als ein «Imperativ der Objektivitat» aufzufassen sei. « Intuition» 
(Verstehen) — in Deutschland unter dem Einfluss der phanomenologisch-herme- 
neutischen Richtungen der Philosophie immer noch als geisteswissenschaftliche 
Methode par excellence angesehen — kénne nicht als Ersatz fiir methodisches 
Vorgehen betrachtet werden, auch wenn man sie als Hilfsmittel der Forschung 
nicht entbehren wolle, eine Feststellung, die man an Hand der Reichenbachschen 
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Unterscheidung von «context of discovery» und «context of justification» pra- 
zisieren kénnte, indem man Intuition bzw. Verstehen in die « Heuristik» (Ent- 
deckung), nicht in die « Logik» (Begriindung) der Wissenschaft einordnet. Cuvil- 
lier tritt fiir die Behandlung soziologischer Probleme mit Hilfe erfahrungswissen- 
schaftlicher Methoden ein. Der theorielose Empirismus rein soziographischer 
Verfahrensweisen gilt ihm dabei ebenso als unzureichend wie die spekulative 
Soziologie, die sich der empirischen Nachpriifung zu entziehen sucht, eine Ein- 
stellung, die sich unter dem Einfluss der modernen Wissenschaftslehre auch im 
angelsachsisch-skandinavischen Sprachraum allmahlich Geltung zu verschaffen 
scheint. Auch in der deutschen Soziologie ist ja davon seit geraumer Zeit etwas 
zu spiiren. Als besonders brauchbar empfiehlt Cuvillier die (ethnographisch, 
historisch bzw. statistisch) « vergleichende» Methode, die seiner Auffassung nach 
die experimentelle Uberpriifung der Theorien ersetzen kann. Das Experiment 
ist in den Sozialwissenschaften zwar, wie neuere Beispiele (zum Beispiel Muzafer 
Sherif u.a.) zeigen, in starkerem Masse anwendbar als man friiher anzunehmen 
pflegte, aber eben doch nicht so unbeschrankt wie in den Naturwissenschaften. 

Fiir die Anwendung mathematischer Methoden in den Wissenschaften vom 
Menschen treten Paul-Marcel Schutzenberger («La méthode des modéles dans 
les sciences humaines») und Gabriel Ardant («Application de l’esprit scientifique 
aux sciences humaine et a la vie pratique») ein. Der erstere vergleicht die ver- 
schiedenen Anwendungsmoéglichkeiten der Mathematik und erértert dabei stati- 
stische Verfahren, die Darstellung von Gesetzen durch Funktionen und die Kon- 
struktion von Modellen, alle diese Probleme bedauerlicherweise auf insgesamt 
nur drei Seiten. Besonders das fiir die Sozialwissenschaften so bedeutsame Pro- 
blem der Struktur und Verwendbarkeit von Modellen hatte wohl eine ausgie- 
bigere Erérterung verdient (siehe dazu neuerdings die ausgezeichnete Analyse von 
Papandreou: Economics as a Science, New York 1958). Ardant exemplifiziert den 
Fortschritt der bkonomischen Analyse am Beispiel der Beschaftigungstheorie und 
ihrer politischen Anwendung, geht dann auf das Quantifikationsproblem im 
sozialen Bereich ein und behandelt schliesslich in aller Kiirze die «operationale 
Methode», der im iibrigen ein ebenfalls sehr kurzer Artikel des Buches (Charles 
Salzmann, «La recherche opérationnelle comme méthode et comme instrument 
de décision») gewidmet ist. Auch hier ware eine ausfiihrlichere Darstellung zu 
begriissen gewesen. Zwei weitere Aufsatze (Charles Morazé, «La synthése dans 
les sciences modernes»; Henri Baruk, « Les méthodes dans les sciences humaines, 
notamment en psycho-physiologie et en psycho-sociologie») behandeln das Syn- 
theseproblem und die Uberwindung des kartesischen Dualismus (Geist-Materie) 
mit Hilfe des Persénlichkeitsbegriffs. Auf Gilbert Ryle’s umstrittenes Buch ( The 
Concept of Mind), das ebenfalls auf die Zerstérung des Descartesschen Mythos ab- 
zielte, geht Baruk dabei nicht ein. Die Kommunikation zwischen der englischen 
und der franzésischen Philosophie ist wohl heute noch ebenso schwach wie die 
zwischen der englischen und der deutschen. 

Der Abschnitt «Vers une science de la méthode» enthalt u.a. einige sehr 
interessante Artikel iiber die Rolle der Neugier, des Spiels, der Einbildungskraft 
und der Intuition in der wissenschaftlichen Forschung, iiber Symmetrie, Trans- 
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positionen und die Gradientenmethode, iiber Heuristik, die morphologische Me- 
thode und die Mathematisierung der wissenschaftlichen Methode, aber keine 
grundsatzliche Abhandlung iiber Wissenschaftslogik, die hier vielleicht am Platze 
gewesen ware. Der Vertreter der modernen Wissenschaftslogik, der einen solchen 
Beitrag hatte liefern kénnen, der bekannte positivistische Philosoph Louis Rou- 
gier, steuert einen ausgezeichneten Aufsatz iiber Scheinprobleme («Les pseudo- 
problémes») bei, ein Thema, das er in seinem Traité de la connaissance natirlich 
sehr viel ausfiihrlicher behandeln konnte. 

Es ist dusserst schwer, einen einigermassen zuverlassigen Eindruck des in 
diesem Werk Gebotenen zu vermitteln. Trotz klarer Gliederung ist das Gesamt- 
bild ziemlich verwirrend. Das beruht wohl hauptsachlich darauf, dass der Heraus- 
geber, gemessen am Umfang des Bandes, iiber zu viel informieren wollte. Der an 
den behandelten Problemen Interessierte wird vielfach iiber die ausserordentliche 
Kiirze der Artikel enttauscht sein. Wer nur einen Uberblick wiinscht, wird die 
vielfach sehr spezielle Thematik bedauern. Auch Literaturangaben, die ein inten- 
siveres Studium der behandelten Probleme erméglichen wiirden, sind nur in 
einigen Arbeiten zu finden. So fallt es trotz der erfreulichen Grundkonzeption 
des Werkes, der fortschrittlichen Einstellung der Autoren und der Soliditat im 
einzelnen nicht leicht, sich einen Leserkreis vorzustellen, der gerade in dieser Art 
informiert zu werden wiinschte. Méglicherweise ist die Aufgabe, einen zufrieden- 
stellenden Einblick in die Methoden der modernen Wissenschaft zu vermitteln, 
zu gross, als dass man sie mit einem Buch von diesem Umfang bewAltigen kénnte. 


Forschungsinstitut fiir Sozial- und Verwaltungs- Hans ALBERT 
wissenschaften an der Universitat Kéln (Deutschland ) 


R. DuncAN Luce and Howarp Rarrra. Games and Decisions—Intro- 
duction and Critical Survey. New York 1957. Wiley. 509 p. $8.75 


Perhaps the most significant developments in social science theory that have 
taken place in America since the war are in the area of “‘decision making’’. It 
is no exaggeration to say that they have altered fundamentally man’s thinking 
on the baffling problems that are forced on him in such primary experiences as 
uncertainty, risk, and conflicts of interest. The book under review is an important 
landmark in this development. It is a definitive review of our present state of 
knowledge on the decision making problem and without a doubt the best available 
introduction to it. Radical changes in the picture are unlikely to occur since 
further advances appear to take the direction of implementing the existing body 
of theory in substantively more specialized areas (e.g., the theory of the firm). 
Therefore, this book is likely to remain an authoritative source for many years 
to come. It is unexcelled for balance, completeness and thoroughness. Its presen- 
tation is succint, its criticism reasoned, and its evaluation sound. 
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The subject of decision making falls naturally into three parts treating respec- 
tively the situations of: certainty or risk (known probability distributions of out- 
comes), uncertainty in a neutral world, and uncertainty vis-a-vis opponents whose 
interests conflict with those of the decision maker. The last case—game theory— 
requires the most space in the exposition (Chapters 3-12). But the analysis reaches 
its climax in the thirteenth chapter (p. 275-326) which is a searching analysis 
of the ultimate value judgements that underlie all proposed solutions of the 
decision problem under partial and complete uncertainty. 

The authors succeed in dissecting and explaining the essential ideas, some of 
them very complex indeed. Nothing is withheld from the reader, not even the 
finest and most subtle points. What is more, the authors do not talk down or 
oversimplify an issue. All arguments are given and unencumbered by mathematics. 
This has been achieved partly through an abundant use of simple but pointed 
examples. The technical apparatus has been relegated entirely to an appendix. 
This appendix is a compact introduction to the techniques of game theory for 
readers with some mathematical training. The proofs given, the simplest and most 
transparent known to date, are in part original with the authors. The appendix 
covers in effect the whole subject once more, starting with the probabilistic theory 
of utility—the von Neumann- Morgenstern theory—followed by the fundamental 
minimax theorem, including some interesting remarks on its history and some 
geometric interpretations. The relationship between linear programming and 
game theory, which have a common mathematical core, is examined in detail. 
Of particular interest to the practical reader is the section presenting the various 
methods of solving two-person zero-sum games. The last two appendices are more 
advanced in nature treating respectively of games with infinitely many strategies 
and of infinite sequences of games. 

Work on this book was carried out partly at Columbia University, but much 
of the actual writing was done at the Center for Advanced Study in the Behavioral 
Sciences. This publication is, thus, a fine tribute to the inspired munificence of 
the Ford Foundation which created the Center. 


Cowles Foundation for Research in Economics, Martin J. BECKMANN 
and Yale University, New Haven, Conn. (U.S.A.) 


James E. Meape. The Control of Inflation. Cambridge, England, 1958. 
Cambridge University Press. 52 p. 5s. 


Professor Meade has taken the occasion of his inaugural lecture in the Uni- 
versity of Cambridge to deal with Britain’s inflation problem. It is, as he argues, 
something to worry about, primarily because a steady upward movement of 
prices must in the end prove unfortunate for a country very dependent on foreign 
trade. Indeed, the matter can be put more strongly; Britain, Professor Meade 
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feels, can only hope to stave off recurring balance-of-payments crises and reconcile 
its role of international banker with a weak reserve position by holding absolutely 
firm on its domestic price level. 

Yet, even while voicing this genuine concern, Professor Meade is most em- 
phatic in his insistence that depression, not inflation, is the greatest economic 
evil. It is worth something to achieve price stability, but not wide-spread un- 
employment or even a stagnant real income. And because he is unwilling to 
concede much by way of unemployment, the trick so far as he is concerned is to 
avoid inflation without moving far (one or two per cent) off the full-employment 
mark. This of course, as Professor Meade well recognizes, is considerably more 
difficult than simply putting a stop to price rises. Nevertheless, he does offer an 
anti-inflation program in which he does have some confidence. 

The view of the inflationary process on which Professor Meade’s proposals 
are based is I think quite orthodox. Aggregate demand is cast as the real villain, 
although apparently it is not in and of itself sufficient to explain continuous price 
movements. To do this, one must look to the indirect effect of a high level of 
aggregate demand on the labor market. It is in just this sort of situation that labor 
is able—because its incentive and power are increased at the same time that 
management’s resistance is weakened—to secure money wage increases greater 
than whatever productivity gains there happen to be. The never-ending character 
of the struggle between the important economic groups, which of course underlies 
the never-ending upward adjustment of money prices, is to be accounted for, 
one gathers, in this way. 

How does Professor Meade propose to go about breaking up this pattern? 
Well, for one thing, the government should publicly commit itself to the stabiliza- 
tion of a specially constructed index of ‘“‘net prices received by home producers’’. 
(Prices of domestically produced goods are taken net of indirect taxes and import 
costs, but inclusive of government subsidies.) The hope, of course, is that by making 
such a declaration and then publicizing the position of this index the authorities 
will be able to make price expectations work in their favor. This change would 
require another, it is true, namely, the freeing of the exchange rate, for it would 
no longer be possible to fight balance-of-payments crises by a policy of deflation. 
As Professor Meade sees it, however, such a move is hardly a thing to worry 
about; or to put it more positively, the combination of a stable domestic price 
level and a flexible exchange rate is to Professor Meade’s mind Britain’s only 
hope on the international front. 

Of course, the actual achievement of stability is something else again. Neces- 
sarily, therefore, a part of Professor Meade’s lecture is given over to a discussion 
of improving the government’s control of aggregate demand. His main concern, 
I should say, is that the authorities be able to act quickly in response to changing 
circumstances. The Bank of England can, but, in Professor Meade’s opinion, 
without immediate effect. Tax policy is a better solution, if only some provision 
is made for more frequent adjustment of either income-tax or national insurance 
rates. To this end Professor Meade would set up a Stabilization Commission, 
ultimately responsible to the Chancellor of the Exchequer, but having the power 
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to vary tax rates within limits set by Parliament at quarterly intervals. And then, 
to insure a measure of co-ordination of policy and to minimize political obstacles 
to fast action, he would also establish an expert secretariat to advise the Chancellor 
of the Exchequer’s three arms—the Stabilization Commission, the Bank of Eng- 
land, and the Treasury. 

We come finally to meeting the difficulties which arise in the labor market. 
Here, too, Professor Meade’s suggestions are quite modest, or, to put it differently, 
well within the bounds of present institutional arrangements. For one thing, he 
would have the government devote some time and energy to increasing labor 
mobility; this would serve to decrease wage pressures at all levels of employment. 
And he thinks it would help if the government would (through a special agency) 
take upon itself the task of telling labor and management how much of a money 
wage increase the economy can stand in any given period. It might be, for ex- 
ample, that the appropriate figure is two per cent. Hopefully, then, money wage 
adjustments for particular industries would be set above or below this average 
according as the outlook is for a labor shortage or surplus. To help make sure of 
this, Professor Meade would establish arbitration panels covering one or more 
industries and charged with the responsibility for determining, on appeal from 
labor, management, or government, whether a wage proposal is warranted by 
labor market conditions. Again, however, these decisions would not be legally 
binding, but would apparently serve to marshall public opinion to enforce a 
reasonable wage adjustment. 

This then in essence is Professor Meade’s answer to Britain’s current difficulties. 
But now, having outlined his proposals, what more can be added? Very little, 
I think, though not because all the views expressed are so obviously sound and 
satisfactory. The point is that this effort was apparently not intended solely for 
professional eyes and ears; hence, the customary academic quibbles are quite 
out of place. I do nevertheless have one minor complaint which I think is ap- 
propriate—namely, that Professor Meade did not consider the possibility of direct 
controls. But having relieved myself of this prejudice, I can only say that his little 
book can easily be recommended, and not least because he is so thoroughly 
reasonable and lacking in dogmatism. 


University of Minnesota, Joun H. KAREKEN 
Minneapolis (U.S.A.) 


T.H. Pear. Personality, Appearance and Speech. London 1957. Allen & 
Unwin. 167 p. 


Dies ist ein ungewohnlich anregendes, nie trockenes Buch, das mehr einen 
Bericht iiber das dem Verfasser bekannte Material der Persénlichkeits- und 
Charakterausserung als ein Lehrbuch darstellt. Es ist gleichsam die Zusammen- 
fassung des Lebenswerks, ausgeschmiickt mit zahllosen Zitaten der einschlagigen 
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Literatur, soweit sie in England bekannt zu sein scheint. Es fehlen leider viele 
Forschungsergebnisse anderer Lander, die sich mit ahnlichen Problemen der 
Kommunikation sowie der objektiven Stimmanalyse befassen. 

Zur Klarung der Frage «Was ist Persénlichkeit, was Charakter?» werden 
neue Definitionen aufgestellt, aber man fiihlt durch das ganze Buch, dass die neue 
Klassifizierung etwas gequalt ist und dauernder Entschuldigung bedarf. Pear 
braucht den Begriff der Persénlichkeit hauptsachlich mit Bezug auf den sozialen 
Reizwert, in der Wirkung auf andere durch markante Anzeichen eines Individu- 
ums, wie Erscheinung, Verhalten, Ausserung, wahrend Charakter als verhaltnis- 
massig stabile kérperliche und geistige Struktur, als relative Einheit, resultierend 
aus integrierten Gewohnheiten, Fertigkeiten, Eigenschaften, gefiihlsmassigen Dis- 
positionen, betrachtet wird. Es ist demgemass der Charakter weniger veranderlich 
als die Persénlichkeit, die heutzutage durch Radio, Fernsehen, Reisen, Filme 
unaufhGrlich der Beobachtung der anderen ausgesetzt ist. Im Radio ist es Stimme 
und Sprache, durch die die Persénlichkeit allein durch Klang in Erscheinung 
tritt. Um zu beweisen, wie sogar der Besitz die Persénlichkeit ausdriickt, wird 
erzahlt, wie sich der arztliche Spezialist einen grossen Wagen kauft, weil ein 
kleiner den Hausarzt, der den Kollegen zu einem Konsilium gebeten hat, sonst 
in Verlegenheit gesetzt haben kénnte! Ein Mensch spielt Rollen, und die Per- 
sénlichkeit ist die Summe aller Rollen, besonders der erfolgreichen. 

Ein Kapitel ist den sozialen Faktoren gewidmet, die zur Wahrnehmung der 
Persénlichkeit dienen — dem Geschmack sowie den Vorurteilen. Kleidung, 
Gesten, Gesichtsausdruck spielen beim Fernsehsprecher dieselbe Rolle wie 
Stimme und Sprache. Sie kénnen erfolgreiche Kommunikation befliigeln wie 
verhindern. Sie beeinflussen aktuelles wie potentielles Verhalten des Hérers. 
Sprechmoden werden geschaffen und vernichtet. Pear erwahnt Noel Cowards 
Einfluss auf eine Generation von Schauspielern, die mit dem Geratter von 
Schreibmaschinen sprachen. Bei jiingeren, englisch sprechenden Nationen be- 
steht der Verdacht, dass sie mehr sprach- als stimmempfindlich sind. Pear findet 
in diesen Landern im Umgangston ein Unverstandnis fiir stimmliche Nuancie- 
rung, wie zum Beispiel fiir feinste Lronie. Wie die stimmliche Botschaft aufgenom- 
men wird, hangt von der sozialen Herkunft, der Nationalitat und der Vorge- 
schichte des Hérers ab. Schénheit des Ausdrucks kann hinter dem Utilitats- 
prinzip verschwinden. Der Stimmausdruck erreicht dann keine kiinstlerische 
Héhe, und die Sprachpoesie kann sich nicht entwickeln. Dies erscheint Pear 
charakteristisch fiir amerikanische, kanadische, australische im Gegensatz zur 
englischen Ausdrucksweise! Er beschreibt die Dialektentwicklung innerhalb die- 
ser Nationen vom historisch-phonetischen Gesichtspunkt, wie zum Beispiel den 
Einfluss englischer Puritaner auf die Dialektbildung der amerikanischen Staaten, 
die sie durchwandert haben. 

Ob wirklich Charaktereigenschaften mit bestimmten Kérpermerkmalen ver- 
kniipft sind, erscheint Pear héchst zweifelhaft. Typisierung der willensstarken und 
willensschwachen Persénlichkeit durch schlanken, grossen, aufrechten Kérper im 
Gegensatz zum kleinen, fetten, gedrungenen hat fiir den Kinofilm Berechtigung; 
Kretschmer, Sheldon und andere Autoren somatischer Typenlehren finden in 
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diesem Buche keine Erwahnung mehr. Dagegen weist Pear darauf hin, dass 
soziale und rassenmassige Unterschiede zu beriicksichtigen sind (eine Tatsache, 
die der Rezensent seit vielen Jahren in seinen Untersuchungen iiber die Beziehung 
zwischen Stimme und Persénlichkeit hervorhebt). 

Ein Kapitel iiber die Einschatzung von Persénlichkeit und Charakter enthalt 
Betrachtungen iiber das Problem, wie weit Ahnlichkeit zwischen Untersucher 
und Untersuchtem eine prazisere Erforschung gewahrleistet. Gleichheit des Ge- 
schlechts, der Herkunft, der Persénlichkeitsmerkmale spielen hier eine Rolle. 
Kiinstler sind sensitiver fiir die sichtbaren Merkmale, aber nicht fiir die Analyse 
der Sprachnuancen. Subjektive Beurteilung durch Einfiihlung war das Haupt- 
problem bei den Radioexperimenten zur Beschreibung von Personen, deren 
Resultate hier nochmals Erwahnung finden. Pear in England und Bihler in 
Osterreich veranstalteten in den dreissiger Jahren Radioprogramme, bei denen 
Tausende von nichtfachmannischen Beurteilern Fragen iiber verschiedene Radio- 
sprecher beantworteten. Es handelte sich also nur um Stimmen, aus denen Beruf, 
Wohnort, Alter, Geschlecht, in Wien sogar Gewicht sowie Gewohnheit, Befehle 
zu geben, festgestellt werden sollte. Natiirlich handelte es sich hier nicht um 
objektiv-wissenschaftliche Stimmanalyse, so dass viel mehr Material iiber den 
Beantworter als iiber das zu behandelnde Problem zutage kam. 

Fiir den Neuling auf dem Gebiet der Persénlichkeitsforschung bietet dieses 
Buch héchst anregendes Material, das nicht immer «das letzte Wort» bedeutet. 
Fiir den Erfahrenen ist es linguistisch informierend, wahrend der Stimmanalytiker 
etwas zu kurz kommt. Aber all dies ist nicht so wichtig: das Buch ist das Profil 
eines geistvollen Wissenschaftlers, der seine Erkenntnisse schmackhaft macht und 
dessen Werk in die Geschichte der Ausdrucksforschung eingehen wird. 


Stanford University, Calif. (U.S.A.) Paut J. Moses 


Joco Rapaxkovié (ed.). Privreda FNRF u periodu od 1947-1956 godine. 
(The development of the Yugoslav economy 1947-1956.) Beograd 
1957. Ekonomski Institut FNRJ. 396 p. 


Yugoslavia is now one of the best-documented economies of Europe and its 
many statistical and research institutions offer in addition rapid service and the 
highest standard of clear presentation. Enlightened government policy and an 
enterprising Federal Statistical Office (led by Ante Novak and his deputy, Milo’ 
Macura) have in six years transformed Yugoslavia’s flow of numerous but crude 
statistics, known only to a few bureaucrats, into a public service using the best 
refinements of modern methodology. The economy’s first input-output tables 
appeared last year (as an occasional paper of the Statistical Office—Studije i 
analize No.8); the Statistitki bilten of the National Bank presents, with no more 
than eight weeks’ delay, monthly national accounting aggregates—including 
personal and corporate incomes and expenditures by region, industrial outlays 
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and capital accounts; and Jndeks provides prompt monthly production data with 
typographical perfection. 

Privreda FNR7, a narrative of post-war economic progress, is heir both to this 
statistical wealth and to a network of economic research institutes. The Federal 
Economic Institute, the book’s collective author, prepares annual economic sur- 
veys of the country as a whole, leaving specifically regional studies to their 
Republican Economic Institutes (e.g. the admirable Proizvodne snage N. R. Srbije 
of the Serbian Institute, directed by Kosta Mihailovi¢). The work under review 
will inevitably be compared with the excellent annual analyses put out by the 
National Bank (Godisnji izvestaj) or by the Foreign Trade Research Institute 
(Godigsnji privredni izvestaj ) but Joco Radakovié has set his colleagues the much 
harder task of comprehensively surveying the Yugoslav economy during an entire 
decade. One-third of the text is devoted to a review of industry by sector, five 
of the sixteen papers being written by Jelica Jovi¢é-Stepanovié, most of the rest 
by separate hands. Another third covers other economic activities, the longest 
chapter being on agriculture, by Zivko Damnjanovi¢. The remainder of the book 
treats of investment, employment, trade, public finance, consumption, national 
income and population in that order (viz., broadly the arrangement used by 
statistical and planning authorities of the Soviet Union since 1932 and of eastern 
European countries in the last decade, though no longer by the Yugoslav Statistical 
Office). The value of the work as a reference source is enhanced by nearly 500 
tables and 100 graphs, all bilingual (Serb and French), and, for the foreign 
student, by a French translation of the introductory paragraphs of the principal 
chapters. 

The sections devoted to production number the book’s most worthy pages, 
but some readers will find fault with the approach underlying the analysis. The 
authors on occasion interpret measures of contemporary expediency as elements 
in a continuous and far-sighted public policy. The incidence of Marxist usage 
varies by chapter and author, reaching its peak with Damnjanovié (see, for 
example, p.138). The other chapters are less satisfactory. There is much to 
quarrel with in Stevan Stajié’s estimates of the nationai income (notably his use 
of 1938 prices for his constant-price series) ; an alternative series being prepared 
in the Federal Statistical Office is understood to exhibit very different trends. 
Slobodan Turéinovié’s essay on public finance reproduces the only aggregate 
corporation accounts published in the world, but does not match them with any 
discussion of the methods of macro-economic planning for which these data are 
in practice used: Professor Rudolf Biéanié of the University of Zagreb used the 
same statistics to far better effect in his paper to the Berkeley Symposium on 
Economic Calculation in Eastern Europe (to be published in 1959 by the Uni- 
versity of California). Indeed, nowhere in the book is there even a description 
of the revolutionary changes in economic management during the ’fifties. Mirko 
Frkovié does justice to the new foreign-exchange system, but his study on the 
balance of payments must be faulted for lack of attention to the terms of trade. 
There are some sensible analyses on pricing (notably on freight-rates in Stavko 
Suvajdzic’s study of transport) but the introduction of a free market, though 
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frequently noted, is treated as a res ex machina: there is nothing, for example, in 
the joint paper “‘ The Standard of Living’? by Stojka Milojevié and Miroslav Ili¢é 
on the effects of competitive domestic production and consumer-good imports. 
‘The same two authors ignore the impact of profit-sharing under the new system 
on wage differentials by sector (e.g., between the trade and the production sector) 
although they competently survey the variations among skill remunerations and 
among wage-groups. Wage movements are not related to labour-productivity 
changes, but Jovié-Stepanovié makes some good points on productivity trends 
when discussing industry. 

Unlike the Institute’s annual surveys, Privreda FNR7J contains no chapter 
drawing together the threads of the sector studies; it is a series of capable staff 
papers rather than an analysis upon which government policy might be built. 
It seems clear, however, that the attention of its editor was bent rather upon 
delineating the recent past than on indicating future trends: planned as a sort 
of Festschrift, these essays celebrate a remarkably resilient and dynamic economy. 


Geneva (Switzerland ) M. C. KasEr 
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